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RURAL CREDITS. 



SATTJBDAY, NOVEMBEB 18, 1015. 

Congress of the United States, 
Subcommittee on Rural Credits, 

Wdshington^ D. C. 

The subcommittee met in the hearing room of the Committee on 
Banking and Currency of the United States Senate at 10 o'clock a. m. 

Present : Mr. Ralph W. Moss (chairman) ; Senator Hoke Smith, 
of Geor^a, and Senator Henry F. Hollis, of New Hampshire; Rep- 
resentatives M. F. Phelan, A. F. Lever, and Willis C. Hawlev. 

Also present : Mr. George P. Hampton, representing the Progres- 
sive Grangers and Rural Credit League. 

Chairman Moss. The subcommittee has met this morning, with 
Secretary Houston before it. 

Mr. Secretary, Congress created this commission for the purpose 
of investigating rural credits. As the subject naturally divides in 
two branches — ^personal credit and mortgage credit — ^the commission 
divided, and we are to-day to consider that phase of the question 
known as personal credits. The committee understands that the De- 
partment of Agriculture has maintained an organization and has 
given considerable study to credit conditions, and we would be glad 
if you would inform the committee just what organization has been 
maintained by the Department of Agriculture and, in a general way, 
what work has been done along these lines in your department. 

STATEMENT OF HON. DAVID F. HOUSTON, SECEETAKY OF THE 

DEFAETMENT OF AGEICIJLTIJEE. 

Secretary Houston. Mr. Chairman, there were no funds available 
for work of this kind and, so far as I know, very little definite study 
was made of farm finance in this country until about the middle of 
the year 1913. We had a small fund with which we began to make 
some studies in 1913. We knew, of course, of the commission which 
was to go abroad and study conditions. We felt it especially impor- 
tant that we should study the conditions in this country. 

When Congress gave us additional funds we employed a force of 
men, with Dr. Thompson, of Minnesota, immediately in charge of 
the investigations; and since that time, as far as possible, they have 
covered the field of rural finance in the United States. They have 
examined State laws, with the view of seeing what limitations, if 
any, there were on the formation of credit unions. They have investi- 
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gated the activities and functions of banks, of insurance companies, 
and of mortgage companies in the field of farm-mortgage credit. 
They have attempted to get reliable data as to the volume of loans 
through these various agencies, and the terms on which the loans 
were made, including the rate of interest and commissions. 

They have also undertaken to study, so far as they could, the rela- 
tion to the farmer of those who make advances — the merchants and 
landlords. 

They have gone farther than that and have asked themselves this 
question, How far can specific financial legislation solve the problems 
involved, and to what extent must reliance be placed on broader, 
more fundamental agencies and forces? 

They have advised with many individuals, groups of individuals, 
and, in some instances, by request, with State authorities, concerning 
the directions which their efforts should take. They have issued in- 
formation in the form of bulletins, in some cases in the form of press 
notices, and have carried on an extensive correspondence. 

Their studies have covered not only the personal credits but also 
the land-mortgage side of the matter. 

This, in general terms, has been the direction of effort of the organi- 
zation and the scope of its inquiry. 

Chairman Moss. How nearly is that information collated and pre- 
pared in a form that would be available to the committee for its use? 

Secretary Houston. I think it is available, and Mr. Thompson, 
whom I understand you have called before you, can furnish the 
Committee with everything we have. 

Chairman Moss. I notice that you have issued Farm Bulletin No. 
654, relating to farm credits. Mr. Secretary, the conclusions drawn 
in that bulletin are based on the work of the department ? 

Secretary Houston. Yes. 

Chairman Moss. I notice they give certain plans there in which 
farmers have obtained favorable credit by cooperative action rather 
than as a result of legislation. We would be glad if you would give 
your opinion personally of how far the farmers, through organiza- 
tions, may improve credit facilities without additional legislation. 

Secretary Houston. Where there are no limitations, constitutional 
or statutory, on the formation of unions, I think it is possible that, 
if the farmers have the spirit of teamwork, cooperation, and under- 
take to unite themselves to secure capital, much can be done to im- 
prove credit conditions. In many States, I think, there are no limita- 
tions. 

Representative Hawley. In how many States are there limitations? 

Secretary Houston. At this time I do not know, Mr. Hawley, 
how many there are, but perhaps Mr. Thompson can give you the 
facts when he appears before you. I did not Imow that this subcom- 
mittee would call for it. 

Perhaps Mr. Thompson could speak also about the results of an 
experiment attempted in the Middle West in land-mortgage banking. 
I believe, as a result of the enterprise, farmers have succeeded in 
securing money at 1 or 2 per cent lower rates than those secured by 
other people in the same community. This bulletin speaks of the 
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agreements between farmers and local bankers, giving a definite 
scheme through which farmers have suceeded in securing money 
at lower rates. 

I think there are other instances of the kind. I know one com- 
munity in which a bank has had associated with it a sort of farm 
adviser. He gives the bank information as to the undertakings of 
farmers in the community, whether they are likely to be successful, 
and the ability of the farmer to undertake the enterprise. The banker, 
not being an agricultural expert, can not forni a satisfactory judg-. 
ment, but when this farm adviser recommends the enterprise the 
banker, in a constructive and sympathetic way, undertakes to aid it. 

I have thought a great deal about this matter of personal credits. 
There are many phases of it on which I suppose nobody has final 
opinions, I do not pretend to have final opinions on some of them. 
At present I can not see how any particular piece of Federal financial 
legislation could furnish a partial solution for the personal-credits 
problem, unless perhaps it be one. Bear in mind that I am speaking 
of specific financial legislation and of the Federal Government. 

One defect in this country, as I think any student of agriculture 
will recognize, is that banking machinery, especially the national 
banking machinerjr, is not sufficiently in touch with the farmer. The 
rural population is scattered, and there is an inherent difficulty, as 
we all recognize. One of the essential needs in agriculture is to inject 
business into it, and hence to provide machinery that shall reach 
the farmer intimately and assist him in placing his operations on a 
business basis. The managers of banks should know the farmers 
in their community, the character of their security, be in sympathetic 
touch with them, and assist them in placing their securities before 
the banks and before a wide community in a responsible and reliable 
way. 

The national banks have a minimum capital of $25,000. The 
State banks may have a smaller capital, and they exist in some 
communities where the national banks can not. As yet they have 
not come into the Federal reserve system in considerable numbers. 
The discounting facilities of that system are not fully available 
therefore for those who are in touch only with the smaller banks. 
I recognize the difficulties of providing for national bants with small 
capital. The overhead charges are heavy, and some small banks 
give this fact as one of the reasons why their rate of interest must 
be high. I do not know how to remedy this defect, if it seem unwise 
to lower the capital stock of national banks, unless a national bank, 
in a ^ven district where no national bank exists, be permitted to 
establish branches. 

A congressional district might be taken as the area. I say " in a 
given district" because I recognize the difficulty of permitting 
national banks to establish branches anywhere. It is conceivable 
that, in communities not now served a large bank might have agen- 
cies which would establish more intimate touch with farmers and 
give their paper more fully the advantage of the rediscount priv- 
ilege. This is the only piece of Federal financial legislation I can 
think of which might aid in the solution of the personal credits 
problem. 
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So far as financial legislation goes the problem is primarily one 
for the States. The enactment of laws in the several States pro- 
viding for the formation of personal-credit unions, to encourage 
their formation, would be desirable. About six States have passed 
laws relating to such unions. You are probably familiar with them. 
I think I can give the States. They are Massachusetts, 1909 ; Texas, 
1913; Wisconsin, 1913; New York, amended, 1914; North Carolina, 
1915; South Carolina, 1915. They are called cooperative credit 
associations in Wisconsin and credit unions in the other five States. 

Mr. Hawi^ey. Does not Oregon have one? 

Secretary Houston. I have no record of it, Mr. Hawley. 

Mr. BLa^wley. They started one recently. 

Secretary Houston. These laws appear in the main to be better 
models for credit associations for urban workers than for farmers. 
There are three things they do not provide for which they should 
permit to make them better instruments for farmers. In the first 
place, they provide only for organizations with capital stock. Such 
associations should be permitted with or without capital stock. 
Farmers' enterprises are seasonal, the turnover is seasonal, and it 
is difficult at times for the farmers to get capital to subscribe. 

In the second place, I believe all provide only for loans to indi- 
vidual farmers. I see no reason why they should not permit col- 
lective loans for collective purposes. 

In the third place, they limit deposits to members. I know of 
no good reason why they should not permit deposits from outsiders. 
If such laws, wiselv drawn, were in operation, I believe that asso- 
ciations would be formed by farmers who were mutually agreeable 
to one another, who possessed a foundation of trustworthiness and 
character, good farming ability, and collateral — it might be small^- 
and that they would be able to secure capital at lower rates. 

Chairman Moss. Mr. Secretary : at this point, is this conclusion you 
are forming connected and based upon the idea that there will be 
branches permitted to national banks, so as to bring them closer to 
the rediscount privilege. 

Secretary Houston. Such agencies, I believe, would be helpful. 
Of course, their security would be available for purchase by State 
banks. The particular thing that would be lacking in that case 
would be the rediscount privilege of the Federal Reserve System. 

The men I have in mind in making these statements are men whose 
operations are on a small scale, who are not in most cases in touch 
with banking machinery, who do not know much about such things, 
and whose case does not usually receive the affirmative attention and 
sympathy of the banker. I think if such organizations were formed, 
these particular defects would be remedied. 

Many of the people, however, who are in the minds of most of us 
when we are thinking about this problem, and who really present an 
acute situation are not people who have well-established characters 
which commend them to lenders of money. These too frequently 
have little or no collateral and are not good farmers. Some of them 
may be fairly good farmers, but not good business men; and too 
often at the close of the year's operations they have little or nothing 
left over and move on to some other community. There are in the 
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section of the country where the problem is more acute — ^in the South — 
three classes of tenants in nearly equal numbers. 

The first class is composed of men who are enterprising, good 
farmers, men of industry, in the process of becoming owning farmera, 
and will become owning farmers; these have very little more diffi- 
culty in their financial problems than the smaller owning farmer. 

Then, there is a second class of tenants who are fairly good farmers, 
can produce things fairly well, but have little business ability, less 
marketing ability, and just about maintain their position. 

And then there is a third class whose standard of living is low, 
whose producing ability is very inferior, who usually get the less 
satisfactory land, are in the hands of the exacting landlord or 
merchant; and, perhaps, make a failure of it and move every two or 
three or four years. This class excites our interest and our sympathy ; 
but I do not see how immediately any financial arrangement is ^oing 
to reach it. I think the ffreat thing we must do for this class is the 
things we are trying to do for all classes, butmust do for it with peculiar 
zeal. The solution of the financial difficulties of this class of society is 
an educational solution, involving better schools, better health ar- 
rangements, better methods of farming, better marketing, and greater 
sympathy and constructive aid from the merchant, from the business 
man, and from the banker. 

I think if we could induce the bankers and the merchants in the 
town and city peculiarly dependent on the rural districts to do 
more than they have done, to realize that the salvation of their com- 
munities depends on the develoj^ment of the back country, to see that 
from a purely selfish point of view, it would be very much better for 
them and their communities to receive smaller margins of profit on 
a greater volume of business, to place their organizing ability at the 
disposal of the farmers, a good part of the problem would be solved. 
In this, as in all other directions, we must recognize that communities 
and the individuals must do a larger part of the work. 
^ I think there is general legislation, in addition to financial legisla- 
tion, which will help solve this rural credits problem. I think already 
we have many agencies which are helping to solve it. All the work of 
the Department of Agriculture, of the land-grant colleges, of the 
State departments of agriculture, of the better farmers, etc., is aiding. 
These agencies are bringing about a more profitable agriculture and 
and better distribution. These things are essential for the solution 
of rural credits. I think existing legislation and present agencies 
ought to be supplemented. I think certain measures which the Con- 
gress has been considering, such as the cotton-standards bill, the grain- 
grades bill, and the warehouse bill — all pertain to the rural-credit 
problem. They would make for fairer and better trading, for more 
orderly and economical distribution, for the better handling and 
safer storage of products, and the appearance of a better collateral 
on which extensions of credit may be made. 

Let me give an illustration of what I have in mind. I shall give 
only one of many. Thirty years ago I lived in a county in South 
Carolina. I recall quite vividly the conditions existing. There were 
three classes of owning farmers and three tenant classes. There were 
the substantial farmers who did not have great difficulty, except that 
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of not having the best business machinery to assist them. The better 
farmers were fairly comfortably off. Those below them were* just 
about holding their own. Below these was a considerable class living 
from hand to mouth — ^a very considerable.class. Their farming was 
almost a mere pretense. As we^say in the South, " bumble-bee cotton " 
was in evidence everywhere ; the corn was an apology for corn. There 
was a man in that county who turned his attention to the cultivation 
of com, and there was another man who turned his attention especiallv 
to cotton. When I was there about three weeks ago, in passing througn. 
the county, when I met a farmer I would ask him how he was getting 
along. As a rule, he would give a cheerful reply. I would ask 
" How is cotton? " He would reply, " Oh, 19 to 20 cents." " Why," 
I said, " I am speaking of cotton." " Yes; 19 to 20 cents." 

I said, " Cotton is bringing about 12 cents." " You are speaking of 
the old trash," he said. And I continued this as I went through the 
county, and finally I came into a little town which has come into 
existence within 30 years. I watched the marketing of crops there, 
and I suppose I saw two or three hundred bales sold in a few hours. 
With very few exceptions the cotton brought 19 to 20 cents a pound ; 
87 per cent of all the cotton in that county brought from 19 to 20 
cents a pound; and in the particular locality where this village is, 
90 per cent of it. I imagine, in a year or two all of it will be of that 
character. It is staple cotton which a business man and farmer has, 
in cooperation with the department, been trying to breed up to induce 
farmers to plant and to bring upon the market. He has succeeded. 
He has got enough of them to plant it to establish a market. The 
farmers now know how to plant it; the ginners are being educated 
to gin it properly; and what is of peculiar importance, that mer- 
chant has placed at the disposal of the farmers of that county his 
business ability, and he has established the market for them. 

Now, that county is a sort of oasis. It is producing this year, 
and has been producing, 19 and 20 cent cotton, cotton that sells for 
7 cents a pound more than that in the other counties. The farmers 
have also brought up their corn production. Those farmers are 
having their rural credits problem solved. 

I believe that for the poorer farmers this personal credit problem 
will be solved in part through existing public and private agencies, 
supplemented by legislation such as I have indicated. But those 
who have got their noses above water, the tenant farmer who is 
reliable and a good farmer, and the owning farmer who has some 
land or collateral or established character or all three, but whose 
scale of operations is small, would, in my judgment, be greatly bene- 
fited by State laws to encourage credit unions. Through credit 
associations they ought to obtain capital at a lower rate of interest 
than they now secure it. 

Chairman Moss. In this connection, Mr. Secretary, will you give 
your opinion to the committee on the advantages, if there be any, 
of the European system of financing farmers with cash credits rather 
than with specific promissory notes ? Largely in the European coun- 
tries they carry what is known as the " accounts current," or cash 
credits, which would mean in this country secured overdraft? 

Secretary Housion. You are speaking of the Scottish system? 



RURAL CREDITS. 9 

Chairman Moss. That would be a very good illustration of it ; yes. 
What would you think about it, and is there any advantage in the 
European system over the American in that way? The Scottish 
farmer takes a maximum credit on the books of his bank, whereas 
the Austrian farmer gives his promissory note for a specific sum. 

Secretary Houston. I think the Scottish system is probably as 
satisfactory a banking system as there is. Whether its practices could 
be applied here I would not be prepared to say. 

Chairman Moss. You understand, of Course, Mr. Secretary, the 
matter of cash credits or accounts current runs practically all through 
the continent of Europe ; it is not limited to Scotland, although it is 
a very. ordinary way of giving credit in Scotland. 

Secretary Houston. But not an ordinary way in this country. 

Chairman Moss. No, sir; but, let me ask whether you have studied 
the question of accounts current as against promissory notes. 

Secretary Houston. I have not done so sufficiently to justify an 
expression of opinion. 

Chairman Moss. One other question : The Scotch system has this 
difference from our own — ^the Scotch banks, of course, establish 
branches ; and, being banks of issue, they also have the right to loan 
direct to the borrower. In Scotland, the Scottish banks have two 
privileges which American banks do not have : One, the power of es- 
tablishing branches, and, second, the bank of issue loaning direct to 
the farmer. That would bring the rediscount privileges very much 
closer to the farmer than here; and, of course, you have expressed 
your opinion on that. 
- Secretary Houston. Yes. 

Chairman Moss. But, I think you will find that that has a very 
great deal to do with the Scottish system being satisfactory. 

Secretary Houston. Yes. 

Chairman Moss. In regard to the amoimt of capital which inde- 
pendent banks should carry, Germany established $3,750 as the mini- 
mum cash and surplus of which a bank must have before it can have 
connection with the bank of issue. Is it your opinion that these 
branches you are speaking of should have any particular capital, or 
would it be possible to establish small, independent banks here with 
a capital below $25,000 and have them connected directly with t]ie 
bank of issue? 

Secretary Houston. You mean a branch? 

Chairman Moss. Well, you have spoken about branch banks. Could 
we have an independent bank, in your opinion, with a smaller capital 
than $25,000? 

Secretary Houston. A national bank? 

Chairman Moss. Oh, yes. 

Secretary Houston. I have expressed doubt on that point — doubt 
as to the propriety of establishing independent national banks with a 
capital stock of less than $25,000 — ^because of the relative size of the 
overhead charges to the cajjital. 

Chairman Moss. The point I want to emphasize is this : In Scot'- 
land the borrower comes directly in contact with the bank of issue. 
In Germany a bank can rediscount for its patrons if it has a capital 
of $3,750; in the United States a bank can not become attached to the 
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bank of issue without a capital of at least $25,000. What conditions 
obtain in this country which, in your opinion, prevent a small group 
of borrowers, operating through an organization with small, inde- 
pendent capital, obtaining direct rediscount from the bank of issue? 

Secretary Houston. I should say that the fundamental difference is 
the higher degree of stability of all industrial and agricultural condi- 
tions m Scotland. You can have one sort of banking arrangement 
in a country where industry and agriculture are highly stabilized. 
You could not have it safely in a country where neither of these is 
stabilized and where a process of pioneering is continuing. 

That opens up a big question. The lack of stability and uniformity 
in agricultural conditions is one of the explanations of the difficulty 
of establishing satisfactory financial arrangements and satisfactory 
marketing. Even after we have done the best we can both for mar- 
keting and finance there still will be difficulties growing out of the 
very frequent and very rapid changes in conditions. Some of them 
you can not ever completely control. 

Take the case of the peach crop in this country to-day. Usually 
producers of peaches figure on a failure of the peach crop in a con- 
siderable section, and they are justified in doing so, because on the 
average there is a considerable failure in some part of the country. 
This year there was practically no failure anywhere. There was a 
very large peach crop and difficulty in disposing of it. This sort of 
irregularity will not be controlled until we get varieties resistant to 
climate and to crop pests and accomplish other things. We are mak- 
ing progress in this direction. 

Some of these difficulties arise from the fact that in many parts 
of the country the farmers, especially the new farmers, are in the 
hands of the real estate agent. They are induced by brilliant adver- 
tising and proclamations to go into a section of the country, fre- 
quently in considerable numbers, where they can farm and where 
they do farm, but where they produce things to whose marketing 
they have given no consideration. I have seen a great section where 
numbers of farmers have settled under inducements and where they 
have produced truck crops without having asked themselves what 
they were going to do with them. They do not market them, or they 
do so at a loss ; and then there arises a great cry about unsatisfactory 
conditions. They are confronted with acute marketing and financial 
problems. This has a bearing, I think, Mr. Chairman, on your ques- 
tion as to whether an arrangement which works well in Scotland 
would work well here. 

Senator Smith. Mr. Secretary, can capable men be obtained to run 
these small banking institutions in Scotland at lower prices than 
they can be obtained here ? Is there a difference in the two countries 
growing out of the inability here to obtain a satisfactory manager 
of a smaller banking enterprise, as compared to the ability to obtain 
a satisfactory manager, say, in Scotland? 

Secretary Houston. I think so. Senator, both the difficulty of get- 
ting men of the requisite training 

Senator Smith. Is not that quite a serious difficulty as to the size 
of the institution? 

Secretary Houston. I think so. 
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Senator Smith. All overhead charges must be proportioned to the 
amount of capital and business involved? 

Secretary Houston. Yes. I think you can probably get more men 
who would do the task fairly well in Scotland than here — ^I mean in 
proportion — and you can get them at a lower compensation. Fur- 
thermore, the conditions under which they do their task there are 
more normal and staple. The task is an easier one, relatively 
speaking. 

It was for that reason. Senator, that, just before you came in, I 
raised the question whether, with the view of getting the national- 
banking machinery in somewhat more intimate touch with small 
communities, it would be practicable to permit banks to have branch 
agencies within a certain restricted area. I suggested for considera- 
tion a congressional district or a smaller unit. 

Representative Lever. Would it be your idea, Mr. Secretary, that 
these congressional banks should be central banks, -with a monopoly 
of the establishing of these branch banks? 

Secretary Houston. I suggested the limitation, "where no other 
national bank exists." 

Chairman Moss. In that connection, would you suggest a national 
usury law or a limitation on the rate of interest which may be 
charged? 

Secretary Houston. I do not believe that I am prepared to express 
an offhand opinion on that question. 

Chairman Moss. The suggestion you make would be virtually an 
allotment of monopolistic territory; that is, the bank which first 
established its branch there would, of course, have, as I suggest — 
unless some one were going to organize with full capital. But the 
suggestion has come up in connection with the study whether or not 
a national usury law, or a limitation upon rates of interest charged 
by national banks, would be of any assistance in the question. 

Secretary Houston. How would that meet the matter of commis- 
sions? 

Chairman Moss. I am asking for your opinion. 

Secretary Houston Unless you could control the additions to the 
charge through commissions, I do not see that it would amount to 
much. 

Chairman Moss. It has appeared to me quite obvious that there 
should be some way of extending the advantages of the rate fixed 
by the national reserve banks to the individual borrowers on the 
farm, if they are not getting it now. This would be a final solution 
of the question of personal credits, in my opinion. Now, what should 
the machinery be is the question. 

Secretary Houston. The committee, I assume (there has been such 
a mass of data submitted to the committee that I have avoided giving 
facts), has had placed before it the interest and commission rates 
prevailing in the various States. If it has not, I happen to have 
some data with me and would be glad to give it to the committee. 

Senator Hollis. I think that should be put in the record and be 
available. Dr. Corbett gave it for land mortgages, but we have not 
had it for personal credits, I think. 

Representative Phelan. Mr. Secretary, when you speak about this 
branch bank, you mean that should apply to all national banks or 
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national banks in rural communities? Or do you try to make any 
distinctions. 

Secretary Houston. I would not try to make distinctions. 

Bepresentative Phelan. Then, if you started it, you would let it 
begin in industrial communities just as well as in farm communities? 

Senator HoUiis. You know there is no prohibition now against 
branch banks. The reason we do not have them is that the act did 
not specifically authorize them, but I do not believe myself there 
is any objection up to a reasonable amount. I think, perhaps, I may 
say here that I looked into the matter of usury, Mr. Chairman, and I 
find that the national banking law does cover it to this extent, that no 
national bank is permitted to charge more than the rate established 
in the State, and where there is no rate established by State law the 
national banks are limited to 7 per cent. They absolutely disregard 
it, and the suggestion is that the Department of Justice be authorized 
to prosecute cases of infraction, on information furnished by the 
Comptroller of the Currency. I think that ought to be done, be- 
cause usually the man to complain is the man who obtained a higher 
rate, a*nd if he does that he will never get credit from a bank again, 
and it comes with pretty poor grace from a man who has to give it. 

So I think some of us ought to consider that pretty seriously. 

Chairman Moss. The conditions have changed some since that law 
was passed ; then we had no rate fixed by national authority. Since 
that time there has been a rate fixed by national authority, at which 
national banks may borrow. The question comes, if national author- 
ity fixes the rate at which banks may borrow, should it not also fix 
the rates at which they may loan ? That is the basis of the national 
mortgage act which has been under consideration. I think in Can- 
ada they have fixed the national interest rate at not exceeding 6 per 
cent. 

Eepresentative Hawuby. Under existing law, could a national 
bank establish a branch with a capital, say, of $10,000, in your judg- 
ment? 

Senator Hollis. No ; they can not ; that is, under the ruling of the 
department they are not permitted to have any branch banks, and 
the department says it is for the reason that they are not author- 
ized by law to have branches ; on the other hand, branches have not 
been prohibited by law. There is an unoccupied field that we ought to 
occupy, I think. 

Representative Hawley. Do you think that if the Treasury 
changed its rules and made a ruling in favor of branch banks the law 
would permit it? 

Senator Hollis. I think that the Treasury Department has a per- 
fect right to permit national banks to have branches if it wants to. 

Representative Hawlef. And with how much capital? 

Senator Hollis. Not any capital. It would be merely a department 
of the parent bank, and all that would be necessary would be a man 
and a safe and money enough to do business on, and he would merely 
account to the parent institution. That is the way they do in Canada, 
of course. It has its great disadvantages — I have been in Canada — 
if you carry it too far. The result in Canada is that they have only 
a half dozen national banks that are doing business at all, and they 
parcel out the territory and have a monopoly, and in almost every 
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community you have got to go to the Bank of Montreal or to the 
Bank of Nova Scotia to get accommodations. When it is carried 
too far it becomes a menace; but I think a reasonable extension in 
this country of it would be a great benefit, but you can not get the 
comptroller's department probably to do it without further law. 

Secretary Houston. Of course, if the State banks come into the 
system there would be considerable gain. Is not that true. Senator 
Hollis? I have heard it asserted that many of the State banks are 
really owned by the national banks. 

Senator Hollis. Oh, yes. All through New England the same 
group of men will organize a national bank, and then a savings bank, 
which will do business right in the same room; and now the same 
men have a third bank, which is a trust company and safe deposit. 

Now that you have suggested that, Mr. Secretary, I would like 
your idea on this : I noticed that in Europe 

Senator Smfth. Just before you come to that. Referring to your 
first suggestion, is not this control by the same men of State banks 
almost entirely restricted to cities, and does it extend to any consider- 
able extent to the small towns of the rural section ? 

Secretary Houston. I have heard it asserted that it does. I have 
no evidence myself. 

Chairman Moss. I did ngt catch the Senator's question. 

Senator Smith. The question was, did not this practice of control- 
ling or organizing State banks and savings banks in connection with 
the national banks extend almost entirely to cities, and is it true that 
it does not extend to rural sections? My own observation has been 
that it was almost entirely limited to. the section of the coimtry with 
which I am most familiar — ^to cities. 

Chairman Moss. In that connection. Senator, I wrote 1,000 letters 
and addressed them to banks with a smaller capital than $25,000. 
Practically all of them were banks of $10,000 capital, located in a 
certain group of States having the largest number of these small 
banks. Now, from the number of replies in which they referred to 
their connection with national banks or referring me to the national 
bank for final answer, I am inclined to think that, in the Middle West 
and also in certain southern States, that these small banks located 
in the small rural towns are in many instances owned or controlled 
by national banks. 

Secretary Houston. In the West ? 

Chairman Moss. Yes, sir. The States, as I recall it, were Georgia, 
Oklahoma, Minnesota, and either Kansas or Nebraska. However, I 
may be mistaken in my inferences, but there were certainly a large 
number of them which referred to their connection with national 
banks. ' 

Senator Smith. In the State of Georgia there is not a single in- 
stance of a small bank owned in the rural sections by a large national 
bank. I do not know of a single instance of the kind in the State of 
Georgia. 

Senator Hollis. It would be entirely natural that the live men in 
any community who organized the first bank, finding that the field 
required another bank, should organize it. That is natural and that 
is right, and I think in country communities where that is not done 
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that it is because the community will not support more than one 
bank at the same time. 

Secretary Houston. This matter I have here, Mr. Chairman, was 
based on investigations made by the Office of Markets and Rural 
Organization. It gives the interest rates, commission charges, and 
other data for farm-mortgage loans and for short-time loans on per- 
sonal and on collateral security. You will note, by looking at it, that 
the conmiission charge ranges from a fraction of 1 per cent to about 
2 per cent. 

Senator Smith. What is that? 

Secretary Houston. The commission charge; that is, on farm- 
mortgage loans. In the New England states, the middle Atlantic 
division, east north central division, and west north central division 
the rates of interest on farm-mortgage loans range from about 5^ 
per cent to about 6.3 per cent. In the other sections of the Union they 
range from about 6 per cent to 9 per cent, and the conmiissions range 
from about two-tenths of 1 per cent to 1.8 per cent. On short-time 
loans — which, I believe, the Senator said he did not have the data 
for — the average total cost on personal security in the Eastern, 
middle Western, and north middle Western States ranges from 5.9 
per cent to 9.3 per cent. 

Eepresentative Hawley. Is that the interest charge or interest and 
commission both? 

Secretary Houston. The average total cost. 

And in the Southern and Western States, from 6.9 per cent to 16.6 
per cent ; that is, average total cost. 

Senator Hollis. And that, of course, carries with it the necessary 
condition that some, and probably many, of these charges are very 
much higher than 15 per cent ? 

Secretary Houston. That is, on personal securities. 

Senator Hollis. But it is true that the instances are much higher? 

Eepresentative Hawley. I do not quite see how that total cost is 
obtained, because if the accommodation ran for more than a year 
the commission would be charged once and the yearly rate would 
cover it entirely. 

Secretary Houston. The average term of the loan is also stated 
here in these figures. 

On collateral security in the New England division, the north cen- 
tral division, and the west north central division the total cost ranges 
from 6 per cent to 9.8 per cent, and in the rest of the coimtry — ^the 
South and West — from 7.2 per cent to 16.7 per cent; that is, the aver- 
age total cost. Of course, there are many rates lower than these and 
many much higher. 

Chairman Moss. To what date, Mr. Secretary, is that data brought 
down? 

Eepresentative Hawley. Mr. Secretary, you will incorporate that 
in your remarks? 

Secretary Houston. I shall be glad to leave it to be inserted. This 
was handed to me on October 30. 

Senator Hollis. May the whole of the document that the Secretary 
has offered be put in the record ? 

Chairman Moss. Yes. sir. 
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(The data submitted by Secretary Houston is as follows:) 

Farm loans by banks and insurance companies. 
[Figures represent thousands of dollars.] 



Geographic division.i 



New England 

Middle Atlantic... 
East North Central. 
West North Central 

South Atlantic 

East South Central. 
'West South Central 

Mountain 

Pacific 

Total 



Value of 
farmland 

and 
buildings.! 



1718,545 
2,442,949 
8,873,992 
11,614,666 
2,486,436 
1,738,398 
3,128,507 
1,319,397 
2,478,146 



34,801,126 



Estimated 

total farm 

mortgage 

debts.' 



$80,544 
313, 156 
944,436 
1,375,903 
153,155 
127, 135 
299,614 
101,285 
203,757 



3,596,985 



Farm 

mortgages 

held by 

insurance 

compa- 

nies.< 



11,702 

556 

121,076 

426,960 

22,930 

22,871 

72,685 

12,632 

14,225 



695,536 



Farm 

mortgages 

held by 

banks'* 



184,900 
30,900 
220,000 
216,400 
40,800 
33,600 
27,900 
19,800 
65,200 



739,500 



Personal 

and 
collateral 
loans by 
banks to 
farmers.* 



Farm 
morti 
"hani 

bybank.t 



$16,890 

67,400 

325,030 

588,120 

151,220 

76,530 

204,310 

86,650 

93,820 



1,609,970 



n 



SIO 

2,040 

123,360 

282,710 

19,920 

4,710 

18,750 

17,300 

17,780 



486,580 



1 For States comprised in the several divisions, see next table. 

> Thirteenth Census figures. 

> Estimate based on Thirteenth Census figures, assuming that the ratio between the mortgage debt on 
farms operated by their owners and the total value of all such farms holds good for tenant farms also. 

* Figures actually reported (in October, 1915) by 220 life insurance companies, comprising five-sixths of 
the total number in the United States, and having more than 99 per cent of the total admitted assets. 

6 Estimates based on reports receivea from banks in the spring of 1914. 

* Farm mortgages negotiated by banks or bank officials as agents or correspondents for other investor!. 
Estimates based on reports received from banks in the spring of 1914. 

Farm loans by banks and insurance companies, with supplementary data, 

[Figures represent thousands of dollars.] 



Geographic division and State. 


Value of 
farmland 
and build- 
ings.! 


Estimated 

totAl farm 

mortgage 

debt(maxi- 

mum; see 

note).' 


Farm mort" 
gages held 
by insiir- 
ance com- 
panies." 


Farm mort- 
gages held 
by banks.< 


Personal 
and col- 
lateral 
loans by 
banks to 
timers.* 


Farm 
mortgagM 

"han- 
dled "by 

banks.* 


united States 


$34,801,126 


$3,598,985 


$605,536 


$739,600 


$1,609,970 


$486,580 






New England: 
mai"^.. ... 


159,620 
85,916 

112,588 

194,160 
27,933 

138,319 


13,727 
6,100 

17,113 

24,077 
2,514 

17,013 


15 


6,000 
12,500 
46,700 
8,700 
6,000 
5,000 


5,000 
1,050 
7,010 
2,370 
80 
1,380 




Nev Hampshire. 




Vermont. .* 


13 
9 




Massachusetts 


10 


Rhode Island 




0>nnecticut 


1,665 








Total 


718,545 


80,544 


1,702 


84,900 16,890 


10 






Middle Atlantic: 

New York 


1,184,746 

217,135 

1,041,069 


168,234 

35,610 

109,312 


128 
222 
206 


18,200 

2,600 

10,100 


23,990 

7,480 

35,930 


1,16a 


New Jersey 


30 


Pennsylvania X. 


860 






Total 


2,442,949 


313,156 


556 


30,900 


67,400 


2,040 







1 Thirteenth Census figures. 

* Estimate based on Thirteenth Census figures, assuming that the ratio between mortgage debt on farma 
operated by their owners and the total value of all such farms holds good for tenant farms also. It is pos» 
siDle that this ratio may be too hi^h for the tenant farms in some of the States, in which case the estimate** 
will be too large; but even if this is the case, the figures presented have considerable value as representing 
the maximum amount of farm mortgages probably outstanding in the census year. 

* Based on reports recently received (in October, 1915) from 220 insurance companies comprising five* 
sixths of the total number in the United States and having more than 99 per cent of the total admitted 
assets. 

* Estimates based on reports received from banks in the spring of 1914. 

* Farm mortgages negotiated by banks or bank officials as agents or correspondents for other investors, 
Estimates bas<Ml on reports received from banks in the spring of 1914. 
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Farm Ufann try ffank* and insurance companieM, tcith tupplemeniary data — C611. 



OM)(niphie divhiffu and State. 



Valfje of 
faimland 
and build- 



Estimated 

total (arm 

mortjzaj^e 

debt'Eoaxi- 

mum; sec 

note;. 



Farm mort-^ 
sages held . 
by insur- 
ance oom- 
panJes. 



BMt If oftb C«iitrftl: 

Ohio $1,054,152 . $130,978 

Ifidlaaa ' 1,994,276 132,3^ 

imnoto ; 3,622,793 < 355,802 

Michigan 901,138 118,950 

Wlfeooaln.... ■ 1,201,633 : 206,661 



$17,073 

48,780 

51,046 

1,706 

2,461 



Tot»l ' 8,873,992 



944,436 



121,075 



Witt North Central: 
Mlnfl«fota«....,« 

Iowa 

MlMourl.. ...... 

North Dakota.,,. 
South Dakota,.. 
Nebranka. •••.... 

Kansas 



Total. 



•ootb Atlantto: 

Delaware 

Maryland 

plitrkt ol Columbia. 

Virginia 

WestVIrglnla 

North Carolina 

South Carolina 

Georgia 

Florida 



Total. 



Bait South Central: 

Kentucky 

TonnoMHee 

Alabama 

MlMlaslppl 



Totol . 



Wont South Central: 

ArkamaH 

Louisiana 

Oklahoma 

TexM 



Total, 



Mountain: 
Montana.... 

Idaho 

Wyoming... 
Colorado.... 
Now Mexico. 

Arttona 

titiUi 

Nevada 



Total, 



^aoinc: 

Wajthlngton. 

Oregon 

CaUfhrnta. . . 



Total. 



1,262,441 

3,257,379 
1,716,204 
822,657 
1,005,081 
1,813,347 
1,737,656 



11,614,066 



53,156 
241,737 
8,231 
532,058 
264,391 
456,625 
332,888 
479,204 
118,146 



2,486,436 



636,459 
480,523 
288,254 
334,162 



1,738,398 



309, 167 

237,544 

738,677 

1,843,208 



3,128,597 



251,626 
245,066 

07,915 
408,519 
111,831 

47,285 
117,545 

39,609 



1,319,397 



671,968 

466.576 

1,460.601 

2,478,146 



145,181 
460,063 
223,107 
100,364 
92,467 
165,015 
180,706 



1,375,903 



35,577 
150,150 
59,609 
19,423 
31,024 
66,614 
64,473 



gages held 
by honks. 



and col- 
lateral 
loans by 
hanks to 
fiirmers. 



Farm 



died" by- 
banks. 



$26,200 
52,000 
56,200 
44,900 
40,700 



$43,600, 
64,930 

138,140 
33,580 
44,780 



43,600 
104,800 

34,900 
5,000 
6,200 

10,400 

11,500 



426,960 



6,857 
32,393 



25,007 
8,725 
21,005 
24,967 
29,711 
4,490 



153, 155 



41,305 
25,468 
25,943 
34,419 



127,135 



21,023 

21,141 

73,129 

184,321 



299,614 



17,111 
21,566 
7,148 
36, 767 
4.585 
4,161 
6,818 
3,129 



101,285 



46 
492 
670 



23 

2,267 

3,884 

15,479 

69 



22,930 



7,170 

10,674 

1,771 

3,256 



22,871 



4,259 

1,500 

29,065 

37,861 



72,685 



3,518 

2,948 

487 

3,135 

1,191 

376 

862 

15 



12,532 



216,400 



79,120 
187,070 
67,040 
46,070 
40,480 
85,600 
82,740 



588,120 



1,600 
6,000 



5,000 
1,700 
6,900 
9,000 
8,000 
2,600 



40,800 



13,300 
4,000 
3,700 

12,600 



33,600 



5.700 

9,000 

2,100 

11,100 



27,900 



5,200 
2,200 
1,200 
2,100 
400 
1,600 
6,000 
1,100 



19,800 



43.470 

36,535 

124,752 

203,757 



3,087 
1,091 ' 
10,047 

14,225 



5,000 

4,100 

56,100 

65,200 



6,260 
18,470 



29,770 
8,310 
21,280 
19,890 
41,430 
5,810 



151,220 



29,200 

23,560 

16,250 

8,520 



76,530 



10,060 

12,360 

51,260 

129,730 



204,310 



20,300 

13,290 

10,010 

19,910 

4,500 

6,350 

7,010 

6,280 



86,650 



24,510 
17,020 
62,290 

93,820 



$1,380 
14,500 
87,530 
6,640 
13,340 



230,000 325,030 123,360 



43,020 
70,230 
31,170 
42,370 
43,190 
19,580 
33,160 



283,710 



310 



570 

30 

2,200 

3,180 

12,280 

1,350 



19,920 



2,580 
840 
750 
540 



4,710 



1,250 
2,610 
6,550 
8,340 



18,750 



7,850 
4,980 

830 
1,740 

390 
1,070 

340 

100 



17,300 



11,110 
2,910 
3,760 

17.780 
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Jnterestf commission charges, and other data, 

[Data obtained iu 1915, but repre^entiag noriral conditions, such as preyalled before the 

European war.] 





Farm mortgage loans. 




Short-time loans. 






• 

1 
1 

< 


9m 

i 
1 

§ 

1 

< 


• 

1 

1 


• 

< 


On personal 
security. 


OncoUateral 
security. 


Geographic divisions and States. 


1 

< 


1 


• 

1 

< 


• 

1 

< 


M 
< 


• 

1 
E 

1 

< 


New England: 

Maine 


6.1 
5.3 
5.6 
5.6 
5.7 
5.7 

5.5 
5.5 
5.5 

5.9 
5.8 
5.7 
6.3 
5.7 

6.3 
5.6 
6.2 
6.9 
7.0 
6.3 
6.1 

5.6 
5.7 
6.1 
6.2 
6.3 
7.8 
7.6 
9.0 

6.7 
7.3 
8.7 
8.0 

9.0 
&2 
6.6 
8.4 

8.4 
8.2 
9.2 
8.3 
9.7 
9.1 
8.6 

7.9 

7.7 
7.4 


0.1 

.2 

(») 

.1 
.3 
.3 

.2 
.4 
.3 
.3 
.1 

.5 

.3 

.6 

1.8 

1.0 

.8 
.8 

(») 
.4 
.7 
.2 

1.4 
.6 

1.1 
.6 

.4 

.6 
.7 
.5 

.6 

.4 

1.8 

.6 

1.6 
.7 
.8 
.6 
.8 
.3 
.4 

.8 
.3 
.2 


6.2 
5.3 
5.6 
5.6 
5.9 
5.7 

5.6 

5.8 
5.8 

6.1 
6.2 
6.0 
6.6 

5.8 

6.8 
5.9 
6.8 
8.7 
8.0 
7.1 
6.9 

5.6 
6.1 
6.8 
6.4 
7.7 
8.4 
8.7 
9.6 

7.1 
7.9 
9.4 
8.5 

9.6 
8.6 
8.4 
9.0 

10.0 
8.9 

10.0 
8.9 

10.5 
9.4 
9.0 

8.7 
8.0 
7.6 


4.0 
7.0 
4.9 
4.1 
3.2 
1.7 

5.7 
2.7 
3.9 

4.0 
4.9 
4.8 
4.9 
4.9 

5.1 
5.1 
4.7 
5.0 
4.8 
4.9 
5.1 

4.6 
3.3 
3.3 
2.4 
2.5 
2.9 
4.3 
1.8 

2.6 
3.3 
2.8 
2.7 

3.5 
3.1 
5.4 
4.6 

4.8 
4.9 
3.5 
4.1 
3.2 
2.4 
5.0 

4.3 
3.9 
3.2 


6.5 
6.0 
0.9 
6.0 
6.1 
5.9 

5.9 

5.8 
5.9 

6.4 
6.9 
6.6 
7.1 
6.5 

&3 
7.5 
7.7 
11.0 
9.8 
8.8 
7.5 

6.0 
6.0 
6.3 
6.2 
6.6 
8.3 
9.6 
9.2 

7.3 

8.1 

10.0 

8.7 

9.9 

9.0 

12.5 

10.2 

11.1 
10.4 
10.2 
10.6 
11.4 
10.0 
8.8 

9.8 

8.4 
8.4 


7.7 
6.4 
6.4 
6.5 
7.1 
6.2 

7.0 
6.6 
6.9 

7.2 
7.6 
7.4 
9.2 
7.0 

9.2 
7.9 
8.8 
11.8 
10.6 
9.3 
8.8 

6.2 

7.0 

8.2 

6.9 

10.2 

10.5 

11.8 

11.4 

8.8 

9.9 

12.4 

10.8 

12.4 
11.1 
15.6 
12.2 

12.1 
11.5 
11.0 
11.5 
13.8 
11.1 
10.4 

11.4 
9.6 
9.4 


7.6 
8.7 
5.9 
5.7 
8.0 
6.1 

7.1 
5.9 
6.9 

7.9 
7.1 
6.4 
6.5 
7.2 

7.0 
7.2 
6.4 
7.5 
6.7 
5.8 
5.3 

5.9 
6.4 
7.1 
7.1 
8.1 
7.6 
7.7 
7.1 

8.2 
8.0 
9.1 
9.5 

8.1 
9.1 
5.6 
6.4 

6.1 
6.2 
6.5 
5.5 
5.2 
8.8 
7.2 

5.8 
6.6 
6.4 


6.5 
6.2 
5.8 
6.1 
7.2 
5.8 

5.9 
5.9 
5.9 

6.6 
7.0 
6.7 
6.9 
6.6 

8.5 
7.5 
7.6 
11.0 
9.7 
9.0 
8.3 

5.8 
6.0 
6.4 
6.3 
6.7 
&5 
10.1 
9.5 

7.5 

8.4 

10.0 

8.6 

10.6 

8.7 

13.6 

10.4 

11.0 
10.2 
10.0 
10.4 
11.3 
10.0 
9.5 

10.0 

8.6 
8.4 


8.0 
6.6 
7.2 
6.1 
8.4 
6.4 

7.2 
7.0 
7.2 

7.5 
8.6 
8.3 
9.8 
7.1 

9.4 
8.1 
9.0 
12.1 
10.5 
9.6 
9.0 

5.8 

7.0 

8.5 

7.2 

10.6 

10.9 

12.3 

11.2 

9.1 
10.2 
12.8 
11.5 

13.3 
11.1 
16.7 
13.1 

12.6 
11.8 
10.7 
12.2 
13.5 
12.3 
10.6 

11.9 
9.8 
9.4 


9.8 


N«JW HftTniishiTft . . , , 


8.8 


Vermont 


8.0 


Massachusetts 


5.3 


Hhode Island . . . . , 


7.8 


Oonnect'fflit . . . 


7.5 


Middle Atlantic: 

New York 


8.7 


New Jersey 


7.9 


PenTtsyfvATii^ . . , 


8.0 


East North Central: 

Ohio 


8.5 


Indiana , r 


8.4 


Illinois 


8.5 


MichlFan , 


&0 


W isconsin 


9.1 


West North Central: 

MinnASAtft 


8.6 


. Iowa 


9.0 


Missouri 


8.0 


North Dakota 


8.7 


South Dakota 


7.8 


Nebraska 


7.2 


TTatisas . - - . , 


6.7 


South Atlantic: 

Delaware 


8.7 


Maryland 


7.8 


Virginia 


- 9.0 


West Virginia. 


7.1 


North Carolina 


8.4 


South Carolina 


8.6 


Georgia 


8.1 


Florida 


8.1 


East south Central: 

Kentucky 


9.2 




9.2 


Alabama 


9.8 


Mississippi 


9; 6 


West South'Oentral: 


9.1 


Louisiana 


10.0 


Oklahoma 


6.4 


Texas 


7.4 


Mountain: 

Montana 


7.8 


Idaho 


6.9 


Wyoming 


7.4 


Colorado 


7.8 


New Mexico 


6.9 


Arizona 


8.8 


Utah 


8.3 


Pacific: 

Washinirton 


8.2 


Oreeon 


8:5 


Caliiornia 


7.7 







1 Where the reports show a commission paid once for allin advance on a loan running more than a year, 
the equivalent annual commission is use(r 
> Including commissions and all extra chaises. 
* Less than one-tenth of one per cent. 
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Chairman Moss. What I had in mind was to determine what influ- 
ence the Federal reserve banks have had on the cost of loans since they 
they have been in operation, and during which period there has been 
a Government rate granted member banks. 

Secretary Houston. May I supply that information later ? 

Chairman Moss. Yes ; if you will. 

Secretary Houston. I have also here, if it would interest the com- 
mittee, the maximum estimates of loans to farmers — ^maximum esti- 
mates of the total farm-mortgage debt by sections and by States — of 
the farm mortgages held by insurance companies, of the farm mort- 
gages held by banks, of personal and collateral loans of banks to 
farmers, and of the farm mortgages handled by banks, which might 
be duplicates of others. I^'he farm-mortgage loans amount to 
$3,599,000,000; the farm mortgages held by insurance companies, 
$696,000,000 ; the farm mortgages held by banks, $740,000,000 ; per- 
sonal collateral loans by banks, $1,610,000,000; and farm mortgages 
handled by banks, $487,000,000. 

Senator Hollis. While we are on that subject, Mr. Secretary, I 
want to refef to the provisions of the Federal reserve act on what 
might be called farm accommodations. Of course, the ordinary col- 
lateral offered for rediscount is the commercial loan with a maturity 
not to exceed 90 days. 

Secretary Houston. Yes. 

Senator Hollis. And in the case of agricultural paper that ma- 
turity was extended to six months ? 

Secretary Houston. Yes. 

Senator Hollis. Would you favor extending that to what might be 
called from crop to crop, or do you feel that the six months' limit -is 
as far as it can be safely extended ? 

Secretary Houston. I should think it would be a question whether 
the commercial bank could extend the maturity of the note and have 
its assets sufficiently liquid to meet its obligations. 

Senator Hollis. I started to ask your opinion on this question. I 
notice, from a study of European conditions, that the various sorts 
of credit unions appear to be in the hands of the same group of 
people in the same community, substantially the same group, but that 
they started with one form of credits, and the proposition here is 
if we can put a land-mortgage bill through at the next session, is it 
your opinion that, if we can get people in the various communities 
mterested enough to form a society to take advantage of the land- 
mortgage credit, that other credit unions will be likely to follow in 
the hands of practically the same group of people? 

Secretary Houston. My impression is that the reaction would be 
favorable. I think also. Senator, that the successful operation of 
personal credit unions by better-to-do farmers would have a very 
marked moral effect on the poorer farmers. I think it would have 
a very marked moral and ultimate economic effect on the class I 
spoke of as presenting the greatest difficulty. I think your land- 
mortgage associations also would have a favorable effect and would 
stimulate the formation of personal credit unions. 

Senator Holms. My question was particularly directed to the 
phase of human nature that tends to move people along further in 
the direction that they once start. 
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Secretary Houston. I think there is already a good start in that 
direction. There are now many forms of team work, of concerted 
action in this country, many associations which are teaching farmers 
the lesson of cooperation. Farmers are organizing in commmiities 
to develop the same type of products. They are getting more skill- 
ful in the community handling of their products. There are coop- 
eratively securing transportation facilities. They must work to- 
§ ether to improve marketing, especially of perishables, to find the 
est near-by market, and to secure daily information as to where the 
market is and the prices prevailing. I think this may be supple- 
mented. The experiments we have carried on this year through a 
daily telegraph news service for perishables seem to me to be 
promising. 

All the forms of intelligent teamwork in the nation will furnish 
the foundation for team work in rural credits. 

Chairman Moss. Now, Mr. Secretary, in connection with the Sen- 
ator's remarks about the priority of land-mortgage credit over per- 
sonal credit 

Senator Holms. I meant simply begin it. I do not think it is at 
all essential that land mortgages should come first. 

Secretary Houston. I did not so understand you. 

Chairman Moss. But I want the record clear on that point, because 
I consider it a very important one. 

I want to call the attention of the committee to the fact that in 
Scotland, for instance, there never have been any cooperative banks 
or rural credit unions formed. It is true that the countries to which 
we have had reference, particularly Germany, that personal credits 
as formed there are purely cooperative societies, and therefore they 
could not be formed until the cooperative spirit had been born among 
the people ; whereas the land mortgage is not so dependent upon the 
spirit of cooperation and could be organized before the spirit of 
cooperation had been fully developed. 

The question as to whether or not personal credit societies should 
and must wait until after land-mortgage societies have been organ- 
ized depends upon whether or not you are going to make them 
purely cooperative enterprises, or whether we will follow Scotland 
and use some other way of extending credit to farm borrowers. 
Would not that have some eflFect upon that ? 

Secretary Houston. Yes. I did not understand that the Senator's 

?uestion was meant to raise the issue as to whether we should wait 
or this sort of teamwork until the land mortgage came into exist- 
ence. 

Chairman Moss. I understand the Senator to mean, however, that 
it would probably be better, from a legislative viewpoint, to develop 
the land mortgage banks first, before we establish the scheme, or 
proceeded any further with legislative matters in regard to personal 
credits. Was not that the gist of it? 

Senator Hollis. No ; not at all. 

Chairman Moss. I, then, misunderstood you. 

Senator Hollis. I worked very earnestly last winter to try to solve 
the problem that has been assumed by the chairman, and I could not 
see any way to do anything substantial. I came out about where the 
Secretary has indicated that he came out to-day, but my feeling wa^ 
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that very likely we might be able to get the land mortgage bill 
through, and I asked him if he did not think that the cooperative 
spirit might be aroused by that. It would not be necessary to have 
that first. I do not believe that at all. 

Chairman Moss. I agree with that statement. 

Secretary Houston. I wish it distinctly understood that I believe 
it possible to do something to facilitate personal credit. But wci must 
rely mainly on State action and on all the other constructive agencies 
I have discussed. 

Representative Lever. May I ask if it is possible, in your judg- 
ment, that we should enact here a law which will give a permissive 
system of Federal credit unions, on the order of the permissive sys- 
tem of Federal warehouses that was proposed last year? To furnish 
the machinery, at least, but make it entirely permissive, in order to 
get a imiform system of credit unions throughout the country, as 
nearly as we can. 

Secretary Houston. I do not know how to frame a law covering 
this matter which would be constitutional. 

Representative Lever. You remember^ Mr. Secretary, that the 
constitutional ground upon which we based the Federal warehouse 
law was under the power to appropriate money. 

Secretary Houston. Yes. 

Representative Lever. Well, I was thinking that, under that same 
power, you might organize these permissive credit unions, and prob- 
ably furnish the propaganda machinery by which to establish them, 
through education. 

Secretary Houston. I think, Mr. Chairman, that the movement 
will make headway, and that we should do all we can to create the 
spirit of cooperation, and furnish suggestions as to forms of organi- 
zation and as to State legislation. We are doing that, and I am 
inclined to think that the States will take the matter up pretty 
actively. 

I have not touched at all on land mortgage banking, because I 
understand that this committee is not concerned with it. 

Chairman Moss. Is there anything further any member of the 
committee desires to bring before the Secretary ? 

Secretary Houston. I should be glad to have those who have been 
working on this subject, Mr. Chairman, present anything they have. 

Representative Hawley. Are there any of them here this morning ? 

Secretary Houston. No ; but they are ready at the call of the com- 
mittee. 

Chairman Moss. Besides Mr. Thompson, have you any other official 
in your department whom the committee could probably hear with 
profit ? 

Secretary Houston. I think Mr. Thompson will cover fully the 
ground of financial legislation. If you want to go into a discussion of 
agencies that will help to better agriculture and marketing, which 
make for better financial relations, there are those dealing with prob- 
lems of standards, warehouses, and various other things who could 
furnish information. 

Chairman Moss. I would like to call attention to note 1 (in this 
bulletin) in which it refers to the fact that the Reclamation Service 
organized certain community experiments along credit lines. Can 
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your department give that information to the conmiittee, or will we 
nave to call upon the Reclamation Service if it is desired to secure it? 

Secretary Houston. The latter. This note also refers to the matter 
of western irrigation agriculture and the fostering of community 
organizations for better credit facilities on certain reclamation proj- 
ects, particularly in connection with the purchase of better stock. I 
should think that the Bureau of Plant Industry, and possibly Mr. 
Eawl, could give you information along these lines. 

Chairman Moss. Is there anything further? If not, Mr. Secretarjr, 
the committee is under many obligations to you for your courtesy m 
appearing before the committe'e. 

Secretary Houston. There are two bulletins prepared by gentle- 
men of the University of Texas that throw some light on the general 
problem. Members of the committee might be interested in them. 

Chairman Moss. I would like to say to the members present that 
Comptroller Williams has consented to appear before the committee 
at 10 o'clock Monday and discuss this proolem. Now, is it the desire 
of the committee that we should call Mr. Thompson and hear him this 
afternoon, or make a date after Mr. Williams shall have appeared? 

Secretary Houston. I will have Mr. Thompson here at your dis- 
posal at any time. 

Chairman Moss. If it will not be too much trouble, we would sug- 
gest that jou direct Mr. Thompson to appear here at 10 o'clock Mon- 
day morning, so that immediately upon the conclusion of Mr. Wil- 
liams's statement we may call upon Mr. Thompson for the data which 
he has prepared. 

(Thereupon at 11.34 o'clock a. m. the committee adjourned to meet 
on Monday, November 15, 1915, at 10 o'clock a. m.) 
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MONDAY, NOVEICBEB 15, 1915. 

Congress of the Unitbd States, 

SiTBGOMMITTEE ON EuRAL CbeDITS, 

Washington^ D. 0. 

The subcommittee met in the hearing room of the Committee on 
Banking and Currency of the United States Senate at 10 o'clock a. m. 

Present: Eepresentative Moss (chairman), Senators Hoke Smith 
and Brady, and Eepresentative Hawley. 

Also present: Senator HoUis and Eepresentatives Lever and 
Phelan. 

STATEMENT OF HON. JOHN SEELTON WIUIAMS, COMFTBOLLEB 

OF THE CTTBBENCY. 

Chairman Moss. Gentlemen of the committee, we have before us 
this morning Comptroller of the Currency John Skelton Williams. 

Mr. Comptroller, this committee is considering, under resolution 
of Congress, the subject of personal credits for farmers; considering 
it under its broad aspects ; also as to whether better credit facilities 
can be secured by additional legislation or by better adaptation of 
existing agencies, and the committee has invited you to be present, 
and will be glad for you to discuss the subject as you may view it. 

Comptroller Williams. I have not studied recently the latest 
phases of the bills which you have had under consideration and will 
prefer in going over the matter with you to deal with .certain con- 
crete conditions which have come under my observation and which 
may be interesting to you. 

I think it is of vital importance to the welfare of the country that 
something should be done to relieve the conditions under which the 
farmers are operating. Progress has been made under the Federal 
reserve act by those provisions which enable national banks to lend 
on farm lanas under certain conditions, and much good already has 
resulted from that arrangement. 

Saturday last I was talking to the president of a large national 
bank who had been making a specialty of putting out his money 
under the authority of that provision of the Federal reserve act 
which permits a certain proportion of the assets of a national bank 
to be loaned on farm property, and he told me that the business has 
been accompanied with most satisfactory Tesults thus far to his bank 
and to his customers; that it has resulted in improvement in farm 
property and in a greater prosperity among the agriculturists in his 
locality; that they have been able to improve the condition of their 
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lands and increase the earning power of the soil, as a result of this 
additional capital which they nave been able to get on favorable 
terms. 

Several weeks ago, in looking into the matter of agricultural credits 
and the loans of farmers, my attention was called to the fact that 
in some localities the farmer has become very migratory, and I 
wondered why that was. It occurred to me that it was possible that 
he was being driven from pillar to post by the money lender. I 
looked further into the subject, and I found that my hypothesis was 
probably correct, and that many farmers were bemg driven from 
their farms from year to year by the extortioners and usurers. 

I had the opportunity of discussing some concrete cases with 
bankers who dealt largely with farmers, about that time, and they 
assured me that my theory was true ; that the farmer, when he had, 
in one way or another, contracted loans beyond his ability to pay, 
would then move off, and start life anew, after paying his banker 
everything he was able to get together. 

I then questioned this particular man, who was in touch with such 
matters, and who was interested in more than a hundred banks — 
and asked hun as to what, as a matter of fact, was his experience with 
farm loans; whether the farmer who was being charged these enor- 
mous rates was a yen^ bad risk, and whether the losses from farmers 
were heavy. He informed me positively that the losses on loans to 
farmers were exceedingly light; that it was very rarely the banks 
lost anything on their loans to farmers; that the farmer has a con- 
scientious regard for his obligations, does his level best to pay, even 
when charged usury; and that when he came to a point where he 
could go no further he would give up his farm and live stock and 
move away to some other place. 

He assured me that in more than 100 banks with whose conditions 
he was familiar, he thought the losses from loans to farmers would 
not be more on an average than a fraction of 1 per cent. 

If that is so generally, it is very clear that the farmer is entitled 
to approximately as good credit as is given to other classes of pro- 
ducers or merchants. My observation is that it is fallacy to suggest 
or to claim that the farmer has to be charged these enormous rates 
to make good losses on the loans made to him. I believe it is not so. 

Senator Hollis. Excuse me, Mr. Williams, to make this concrete. 
Do you believe that 1 per cent extra charge or premium over the rate 
charged merchants would probably compensate the bank for its 
added risk? 

Comptroller Williams. I do not believe the farmer ought to be 
charged anything more. 

Senator Hollis. But it would be well within what I have indi- 
cated ? 

Comptroller Williams. I think it would. Loans are being made 
to other classes of borrowers at current rates, where the losses are 
neavier than to farmers. 

Chairman Moss. Now, in this connection — I intended to call it to 
your attention later — the Federal Reserve Board has fixed a higher 
rate for paper having a maturity of 90 days than for paper maturing 
in 10 days, and a higher rate for paper maturing in 6 months than 



PERSONAL BUBAL CBEDITS. 25 

for paper maturing in 90 days. Now, do not these provisions of 
the Federal Eeserve Board necessarily compel a higher rate to the 
farmers than to the other classes of people! 

Comptroller Williams. Well, I should say this, that under cer- 
tain conditions of the money market you frequently find long-time 
paper commanding higher rates of interest than short-time paper^ 
whether it is to the farmer or any other kind of business man, but 
the rates which the Federal reserve bank is charging on long-time 
paper are not such as would prevent those banks who borrow on 
long time from lending to the farmer on long time at reasonable 
rates. 

Chairman Moss. Pardon me just another question. It is a matter 
of fact, however, that farmers, as a class, borrow for a longer average 
time, and their loans must necessarily run for a longer average time 
than commercial borrowers, and if the Federal Eeserve Board adopts 
it as a policy that all paper having a maturity from 90 days to 6 
months must bear a higher rate in accordance with the length of its 
maturity, conceding the fact that farmers' loans will always average 
longer than commercial loans, does not it follow that such a policy 
will throw upon farmers a higher rate than upon commercial 
borrowers? 

Comptroller Williams. The idea in permitting a lower rate for 
short- time paper is to keep loans liquid. If you give the same rate 
for SO, 60, or 90 days that you give for 6 months, in many cases 
people would take money for 6 months when really it would be 
better for them to have it for a shorter period of time 

Senator Smith. Your suggestion was not that long-time paper 
should draw as low a rate as very short time paper, but that paper 
of the same length should draw no more rate when the farmer used 
it than when the business man used it. 

Comptroller Williams. Certainly not. As a matter of fact, argu-* 
ments might be made why the farmer in some cases might be given 
a lower rate — if there is going to be any difference — in some cases J 
am sure the farmer is entitled to a lower rate, because as a matter of 
fact he represents less risk and less hazard than the man engaged 
in certain lines of business. 

Senator Brady. If the farmer requires money, say, for 30, 60, or 
90 days to move his crop, you feel that he should not be charged any 
higher rate for that length of time than is charged for commercial 
paper? 

Comptroller Williams. I think he should not. I can not see any 
reason why he should be. 

I have with me some practical illustrations of the rates of interest, 
which are being charged by certain banks in certain rural communis, 
ties, which I will show you at the proper time, and which I think 
will be illuminating in this connection. 

Senator Smith. To what extent does the fact that as a rule the 
temporary credits of the farmers are small, their loans small, as com- 
pared to the commercial loans, necessitate a higher rate of interest? 

Comptroller Williams. They do not necessitate a higher rate. You 
hear a good deal about the cost of bookkeeping and the cost of white 
paper and the cost of ink. Now, that is a pretense, largely, and if 
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vou will figure down with a bank doing any considerable amount of 
misiness as to what it would cost to record on the bank's books a 
farm loan of $25 or $50 — ^the actual cost in additional clerical work 
is infinitesimal. 

In Germany I think they have a minimum interest chargje, if I 
remember correctly, of 7^ cents, which apparently they think is suiB- 
cient to cover cost of making the entries. It seems to me that it might 
be well to consider permittmg a minimum charge for the bookkeep- 
ing of, say, 25 cents. 

Senator Brady. That would apply to commercial paper as well as 
farmers' loan? 

Comptroller Williams. A minimum charge of not less than 25 
cents. I do not feel that, as comptroller, I should say to the banks, 
"You can charge 25 cents, a minimum of 25 cents, under any and alJ 
circumstances, whether it amounts to usury or not, whether it violate^. 
the laws of your State or not," but if the law would permit a charge 
of that sort I hardly think it would be regarded as unreasonable, but 
I do not think that my office would be justified in stating to the banks 
that they could make any minimum charge if that minimum charge 
is more than the rate of interest provided by the State laws. 

Senator Smith. It would require additional legislation? 

Comptroller Williams. I think it would. 

Senator Brady. Could you not, under existing conditions, recom- 
mend a thing to the banks? 

Comptroller Williams. You mean to the Congress? 

Senator Brady. To the Congress. 

Senator Smith. But you do not think the law allows you to sug- 
gest it to the banks? 

Comptroller Williams. The Congress has the power to do it, of 
course. 

Senator Smith. Mr. Comptroller, what is vour observation of the 
necessity for the claim by a good many of the rural banks that the 
farmers borrow only during one season, and that, to be able to accom- 
modate them, they must accumulate their money and hold out on 
loans for a number of months to meet the wants of the farmer in 
the summer season? 

Comptroller Williams. I do not think there is anything in that 
argument under the present operation of the Federal reserve law, 
because, if the member banks want any money, they can go to their 
Federal reserve bank and get it. 

Senator Smith. If that were true, as to their ordinary capital and 
their ordinary deposits, the Federal reserve system facilitates an 
enlargement of credits to the banks during the season when the 
farmers desire the money? 

Comptroller Williams. Yes. It is amazing to see the rates that 
have been charged to farmers in some sections. In talking with a 
bank examiner who called the other day, he told me of a case that 
came under his observation in a southwestern State. He was in a 
bank there, it seems, and an Indian came in, a man well to do, one of 
the Osage Indians, who owned a considerable amount of property 
and had a good many tenants. These tenants had to have money at 
certain seasons of the year, and this Indian was accustomed to getting 
money from the bank to the extent that he had to have it, and lend- 
ing it to his tenants. He was in a certain bank and the banker said 
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^ to him, "Why, Jim, why don't you come and do business with us? 

We will be glad to lend you money." The Indian replied, " What will 
you charge me?" The banker said, "Ten per cent." "Oh, no," 
said the Indian, " that is too high for me. I can do better than that." 
The banker replied, " Where can you do better ? " The Indian said, 
" The bank across the street will let me have money at 5 per cent." 
The banker thought that was rather unusual, for 10 per cent in that 
country was a pretty fair rate, he thought, and he said, " You must be 
mistaken about that; I do not believe the bank across the street is 
going to let you have money at 5 per cent." "Oh, yes," the Indian re- 
plied ; " I have been borrowing from them at that rate, at only 5 per 
cent," and he pulled out his pocketbook and showed the banker a note 
which he had just paid saying, " Here is a note which I have just paid," 
and handed it to the banker. The banker picked it up and looked at it 
and found that it was 5 per cent a month that h^ had been paying 
right along on a thousand-dollar loan, and when this banker said that 
he meant 10 per cent a year the Indian was overcome by his gene- 
rosity and moved his account over there and later on became a direc- 
tor in that bank. 

Mr. Phelan. What dividends, what profits and what dividends, do 
these banks pay that charge these high rates of interest ? 

Comptroller Williams. I shall be very glad to prepare a state- 
ment showing that. My recollection at the moment is that the banks 
in Oklahoma, for example, last year made approximately 18 per cent 
on capital and surplus. I mention this figure subject to verification, 
but that is my impression. 

I want to say that I think the banks very often would make more 
money if they took care of their clients. A bank does not profit 
in the long run by ruining its constituency, running its customers 
away, and driving them to other parts of the country. A liberal, 
fair, and equitable policy would really be very much better. Of 
course, some times you find that a bank may get away with the 
profits charging these extortionate rates, but a fair and liberal policy 
is far better in the long run. 

Now, I would like to give you a few illustrations of the interest 
rates charged by certain banks in different districts. 

A year ago I received a protest from a bank in Texas against the 
6^ per cent interest rate established at the opening of the Federal 
Reserve Bank of Dallas. The objecting bank regarded it as ex- 
ceedingly unreasonable, and the president of that bank suggested 
that the establishment of such a rate challenged the capacity of the 
Federal Reserve Board. This man asked in a letter how anyone 
could have confidence in a board which would establish 6^ per cent 
rate at Dallas. Thereupon I telegraphed to that banker to let me 
have a list of all loans that he had made in the preceding three or 
four months upon which he had charged over 8 per cent. He ob- 
jected to complying with my request, but I insisted on it, and in 
about two months he finally sent a list showing the rates of interest 
which they were charging, and which ran up, in some cases, to 
more than 100 per cent. I recall one loan of about $2,000 at 64 per 
cent, and another loan of over $500 at 85 per cent, and a great many 
loans at between 20 and 60 per cent. This was the man who was 
objecting to 6J per cent being charged him, while he was charging 
and receiving, in some cases, over 100 per cent. 
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Senator Hollis. I would like to have you state, Mr. Williams, why 
you had that rate in Dallas of 6^ per cent at that time? 

Comptroller Williams. The short-time rate was 6 per cent, but 
for longer-time paper — ^that is, 60 days or 90 days or thereabouts-^ it 
was thought best to put a little higher rate on, m view of the critical 
conditions through which we were passing and which seemed to 
justify it. That was, as you will recall, two or three months after 
.the outbreak of the European war. 

Senator Hollis. And the stock exchanges 

Comptroller Williams. Were all closed and things were very mudi 
congested. 

Senator Smith. That was only two or three months during the 
earlier stages of the war ? 

Comptroller Williams. A few weeks later we reduced the rates 
in Dallas. They-have now in Dallas on commodity paper a rate of 
8 per cent. 

Senator Hollis. Moreover, I think the Federal Reserve Board at 
that time was feeling its wajr. It had not had any experience to go by* 

Senator Smith. And, if it is not a secret, the Comptroller of the 
Currency urged reductions of rates just as rapidly as possible, and 
was one of the leaders on the board in urging speedy reductions. 

Comptroller Williams. The whole board were anxious to get rates 
down to a lower basis as soon as it should seem practicable to do so. 

Now, when I received that startling information from what was 
regarded or had been regarded as a fairly well managed bank in 
this particular town, I thought it desirable to ascertain what other 
banks were doing in the matter of excessive rates if that bank was 
charging such extortionate rates, and I thereupon inserted a pro- 
vision in the blank form for the statement of condition, calling upon 
the banks to give the highest rate of interest which they had charged 
since the previous call. 

When these figures came in, a truly remarkable condition of things 
was developed. We found that the maximum rates ranged all the 
way up to 2,000 per cent or more. I recall one particular case where 
the beneficent effects of competition showed themselves. There were 
two banks in a certain town, and as a result of having two banks 
the rate of interest was reduced precipitately. As a matter of fact, 
one bank slashed the rate of interest at one fell swoop some 260 per 
cent. One bank was charging 1.800 per cent; its rival across the 
street broke the rate to 1,540 per cent ! 

Eepresentative Hawley. How can people afford to pay such rates? 

Comptroller Williams. They can not afford to pav them. 

Senator Smith. Well, there really was not much oi that, was there, 
Mr. Comptroller? 

Comptroller Williams. Here are a few reports showing the rates 
of interest charged by different banks. 1 would ask that the names 
of these banks be not put into the record, but you gentlemen are at 
liberty to see the rates which they are charging. 

Some people endeavoring to palliate the situation have claimed that 
these enormous rates simply represented minimum charges of 60 
cents or a dollar on small loans, but the record shows that that is 
not so. 

Representative Hawley. What amounts were loaned at these 
rates! 
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Comptroller Willlams. I referred you just now to one case of 
$2,000 at 64 per cent and to another of $500 at 85 per cent. 

Representative Hawley. Those at 1,500 per cent — ^were they large 
or small ? 

Comptroller Williams. No ; they were usually small amounts. 

Here is a record of the loans made by one national bank to one 
poor woman, a customer of theirs, who had a little farm a few miles 
from town. She borrowed, in the aggregate, $2,375— here are about 
30 loans made by the bank to this woman during the year. All 
of them were paid off. I inquired of the bank what she wanted the 
money for, whether she wanted it to pay off debts or for what other 
use. One loan of $110 was to buy a horse. I will read them to you. 

Senator Smith. Would you give us, if you can, the length of time 
each loan ran? 

Comptroller Williams. Yes, sir. Eleven dollars for 30 days, at 
120 per cent ; $21.50 for 30 days, at 90 per cent ; $33 for 25 days, at 
93 per cent ; $27 for 15 days, at 195 per cent ; $162.50 for 30 days, at 
86 per cent ; $27 for 19 days, at 151 per cent ; $55 for 14 days, at 259 
per cent ; $97.50 for 60 days, at 50 per cent ; $377 for 34 days, at 44 
per cent ; $433 for 60 days, at 36 per cent ; $35.25 for 26 days at 112 
per cent ; $120, demand note, at 75 per cent ; $620.25 for 23 days, at 77 
per cent; $22 for 17 days, at 210 per cent; $7 for 14 days, at 426 
per cent— that is, a dollar charge; $6 for 10 days, at 720 per cent; 
$6 for 5 days, at 1,450 per cent — those last two are also dollar 
charges ; $28 for 20 days, at 1,080 per cent ; $12 for 13 days, at 183 
per cent ; $5 for 11 days, at 682 per cent ; $29.50 for 7 days, at 383 per 
cent ; $11 for 4 days, at 900 per cent ; $7 for 3 days, at 2,000 per cent — 
that is also a dollar minimum charge; $110 for 30 days, at 120 per 
cent — I think that was for the horse, for a month, at the rate of 120 
-per cent; $6 for 27 days, at 267 per cent; $23.50 for 20 days, at 315 
per cent; $3.50 for 5 days, at 1.200 per cent; $58.50 for 30 days, at 
113 per cent ; $20 for 48 days, at 187 per cent. 

Representative Hawley. Was that 

Comptroller Williams. All paid off. 

Representative Hawley. Was the interest there a straight interest 
charge, or was it an interest charge and a bonus or commission ? 

Comptroller Williams. I assume that the interest charge included 
everything. 

Representative Hawley. The note probably called for an interest 
charge of a certain amount, and then they adaed 

Comptroller Williams. No; I presume the note was discounted. 
Here is $110 for 30 days ; I suppose they just took off $10 ; that the 
note called for $110 and no interest added. 

Representative Lever. Did you give that bank a good strong 
jacking up? 

Comptroller Williams. I have not yet. That bank is under obser- 
vation. 

Representative Lever. I should think so. 

Senator Smith. What was the size of that bank ? 

Comptroller Williams. I think that is a $25,000 bank. 

Senator Smith. Do you find that any of the larger banks, of 
$100,000 or more capital, or $250,000 capital, were making these 
loans? 
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Comptroller Williams. The bank that I spoke of, in Wichita 
Falls, Tex., a town of 10,000 or 12,000 people, had, I think, a capital 
and a surplus of a quarter of a million, or possibly more. 

Senator Smith. Isn't it very seldom, though, that any such con- 
duct is being perpetrated ? 

Comptroller Williams. I will show you a case in Georgia, if you 
would like to see it. 

Senator Smiph. I would; yes. If it is going on in my State, I 
would especially want to know it. 

Comptroller Williams. Here is Byromville, Ga. Here is a loan — 
let's see. That is a comparatively clean statement. They loaned $800 
at 12 per cent, $35.60 at 50 per cent, $15 at 42 per cent, $14 at 42 per 
cent, $15 at 42 per cent, $4,357 at 8 per cent, $75 at 30 per cent, $108 
at 24 per cent, $108 at 22 per cent, $200 at 24 per cent, and $100 at 
25 per cent. 

oenator Smith. Won't you mention the time that the loan ran, too ? 

Comptroller Williams. Yes, sir. The loan of $800 at 12 per cent 
was 2 months. The loan of $35.60 at 50 per cent was 4 months. 
The loan of $15 at 42 per cent was 4^ months. The loan of $14 at 
42 per cent was 4^ months. The $15 at 42 per cent was 5 months — 
that was $2.52 discount; $15 loan and a discount of $2.52. The loan 
of $75 at 30 per cent was 3^ months. The loan of $108 at 24 per cent 
was 4 months. The loan of $108 at 22 per cent was 5 months. This 
list runs about 20 per cent. Here is $100 for 4 months at 25 per cent ; 
$150 for 4 months at 25 per cent ; $150 for 4 months at 25 per cent ; 
$75 for 4 months at 26 per cent ; $75 for 4 months at 26 per cent ; 
$126.50 for 5 months at 18 per cent. Then $159 for 4 months at 
40 per cent. Then $126.80 for 3i months at 40 per cent ; $11.60 for 
1 month at 100 per cent; $100 for 3^ months at 35 per cent; $115 for 
4 months at 40 per cent. 

Senator Smith. What size bank was that ? 

Comptroller Williams. I do not recall. Senator. Here is another 
one at Eoseburg, Oreg. This bank, on a 6 months' loan, charged 20 
per cent. 

Senator Brady. Mr. Comptroller, are those loans made direct by 
the banjis or are the notes discounted ? 

Comptroller Williams. I do not know, but I presume they are made 
direct to the customers. 

Here is one in Oxnard, Cal. — $177 at 35 per cent. 

Here is one in Union ville. Mo. — ^that is only a small loan of $15; 
they charged up to 40 per cent. It is a small discount of $1.50. 

Mr. Phblan. Have any of those banks made any explanation, or 
attempted to make any explanation, as to why the charges are so high? 

Comptroller Williams. There could be no explanation. They say 
that they have to charge these rates on account of their business; 
that they have comparatively small deposits, or something of that 
sort. 

Senator Smith. That being the situation, we would like if possible 
to have any suggestion you mav have to offer to see if anything can be 
done to help us relieve it. Tafce that bank you refer to, take any one 
of these little $25,000 banks, and their excuse is that their deposits 
are small; that they have practically no loans; that their deposits 
are practically all withdrawn at the time the loans are made, and that 
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they then must depend largely upon their capital to make these loans, 
and while they charge a high rate for a few months, they are 
getting practically nofliing for their money one-half of the year, and 
that they have their fixed charges running all the time. Now, if there 
is any truth in this can not we, through me Eeserve Banking System, 
work out a pl'an that wiU relieve that condition and make it feasible 
during the months that the farmer needs a credit to furnish him 
money, so that the bank can make money and still let the farmer get 
it at a low rate? 

Comptroller WnxiAMS. To^ a certain extent that is worked out 
already. That particular objection is worked out by the Federal 
reserve act. The farmer needs money. The Federal reserve banks 
say to the member banks : " Take the farmer's paper in the form pro- 
vided by the Federal Reserve Board in the regulations and bring it 
in to us and we will discount it for you." But the farmer is still a 
little too far away from money at livmg rates. 

Gentlemen, there is an important meeting of the Federal Eeserve 
Board at 11 o'clock, but I will be at your command at any time this 
afternoon or to-morrow that you may suggest. 

Senator Smith. Can you suggest to us any line of additional legis- 
lation that can help bring to the small bank that will use it properly, 
during the months that the farmer needs to borrow, cheaper money, 
so that he can do business with the farmer and let him have cheaper 
money ? 

Comptroller Williams. I think you gentlemen are on the line of 
that now, and that you are getting pretty close to it. 

Representative I^jver. Before you get off of this subject, Mr. Wil- 
liams — ^you can answer it briefly, m one or two words. Are the condi- 
tions that you described there general throughout the country or con- 
fined largely to the South and Southwest and the West ? 

Comptroller Williams. Principally certain portions of the South 
and the Southwest and the Northwest. In other words, they prevail 
principally in the agricultural regions where rates should be normal 
and living. 

Representative Lever. That is the question I wanted to bring out. 

Comptroller Williams. Yes. In every part of the country to-day 
business men get money at very low rates, except when it comes to the 
farmer. Now is the time to help the farmer. Nearly all of these 
extortionate rates are rates charged to the poor farmer. 

I will bring you to-morrow statements snowing what we are trying 
to do at this time to bring rates down. 

^ I will leave with you gentlemen, with the hope that you may find 
time to read it, an address entitled " The Crimes of the Usurer in 
Oklahoma." It was sent to me by Judge McNabb, of Sequoyah 
County, Okla. It is pathetic — ^it goes right into this question and 
shows about as graphically as they could be portrayed the evils of 
usury in many agricultural districts. 

Representative Lever. I ask that that speech of Judge McNabb 
be put into the record. 

Chairman Moss. If there be no objection it will be incorporated 
mto the record. 

Comptroller Williams. If the members of this committee find 
time to read the address, they will find it quite illuminating. I con- 



32 PEHSONAL BUBAL CBEDITS. 

aider it one of the strongest presentations of the situation that I have 
eyer seen. 

(The address referred to is as follows:) 

!rhb gsiicbs of the usttbeb in oklahoma — ^how thet have ruined tsb 
Smaix Fabm Owner, the Tenant, and Woekino Man. 

[By li. C. McNabb, judge of the Comity Court of Seqaoyah County, OkUu] 

In discussing the crime of nsnry in Oklahoma the writer has this to console 
him : That he does net need to be a word painter or to know anything of tlie 
art of telling a thrilling story. It only requires a man that knows all the inaer 
workings of the schemes with which the usurer makes his gains to give tlie 
narration in the simplest manner. 

The parties who engage in this nefarious work are the owners of the different 
banks of the State, reenforced by land-loan sharks. It may seem unreasonable 
to a man outside of this State to think that almost every bank in Oklahoma 
is engaged in the business of exacting usury, but I am acquainted with tlie 
banks sufficiently to say that almost without exception the banks of Oklahoma., 
both State and National, are guilty. 

When I first came to Oklahoma, eight years ago, I began to learn the extent 
of the practice of usury by the banks, and it interested me to such an extent 
that I made it a study, not for profit, but because it preyed on my mind to 
such an extent that I could not help it. 

At that time the farmers apparently were in good circumstances. They were 
making a great deal of cotton and had good teams and good farm implements. 
They would bring the cotton to town, sell it without any question as to whether 
they were getting the right price for it or not, as it was all mortgaged to some 
bank or large credit merchant who had stock in the bank, and some stockholder 
in the bank is generally the cotton buyer. If a farmer did happen to object 
to the price, he was told by the bank cashier that the cotton had to be sold riglit 
then, as the note was overdue. 

. Farmers soon fell into the habit of selling as soon as all the buyers made 
them a bid, the last of which was seldom higher than the first. Eight years 
ago when I began to notice the manner of the farmer and bankers in their 
dealings with each other, they appeared to be very friendly — ^that is, tlie 
farmer would walk into the bank with an air of confidence, bring the check that 
he had received for his cotton, and tell the banker without hesitation ho-vir 
much he wanted to use for his own personal benefit. This was generally about 
one-fourth or one-fifth of what a bale of cotton brought, and it seldom exceeded 
f 25 when he brought several bales. It would be very late in the winter before 
the entire crop could be gathered, and the farmer seldom paid the note in full. 

The banker was very willing to allow a small aiuount to run over. I found 
this was the policy of the banks, to allow a small part of the loan to be car- 
ried over. They had their reason for this, as well as for anything else they 
undertook. In the first place, it kept the mortgage alive. The same articles 
could not be mortgaged to another bank, hence no danger of any other banlc 
getting the customer. The second reason, and the one that counted most 
in the eyes of the banker, was that he could then get a much larger rate o:C 
interest on the money that he was sure to loan to the farmer in the spring for* 
making his crop. When the new loan was being negotiated, the first subject 
to be discussed was the old note that had been carried over. The Interest on 
this note had been paid regularly every month at such rate that if the whole 
sum which had been paid as interest would have in many cases entirely satisfied 
the indebtedness. This part was lost sight of, however, and If the farmer made 
the least complaint as to the amount of Interest to be charged, the banker 
Would feign to be mad because of the old note not having been satisfied. This 
would have the desired effect of closing the mouth of the farmer as to further 

complaint. 

In order that the reader may understand just how the loan business is 
Worked out by the Oklahoma banker, we will start In at the first loan and trace 
It until the farmer becomes a pauper. 

The farmer comes to the bank recommended by a friend. Due Inquiry is 
made, and finally the banker tells him that he is ready to do business with him. 
He gets out a chattel-mortgage blank and begins to ask questions as to what 
the farmer possesses In the way of chattels. The answer is generally four mules. 
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a horse or a mare, five cows and six yearlings, one or two wagons, two cul- 
tlTators, a disk harrow, plows, and many other farming tools. He then mortgages 
so many acres of corn and cotton. If he wants to plant over five acres of corn, 
the banker tells him straight from the shoulder that he must make almost all 
of his crop a cotton crop, as that is what he relies on as a money crop. So the 
farmer is reduced in his acreage of grain to such an extent that the purchase 
of chops to feed his stock the next year is inevitable. 

After taking a mortgage on all the above-named chattels and 75 or 100 
acres of cotton to be planted on a certain farm, they agree that the farmer can 
liave $200. 

This transaction usually takes place in February or March. The money is to 
be drawn out as the work of commencing the crop progresses. While the farmer 
only borrows $200, his note is drawn for $237.50, due and payable " at potato- 
di^ng time," which is about the 1st of July. (This makes the interest rate at 
the start about 55 per cent.) Of course the banker knows that the farmer is 
not going to plant potatoes, and when the farmer tells him that he can not 
pay the note in July for the reason that he does not intend to plant potatoeSf 
the banker tells him that he can not have paper running too long, and that 
they can renew the note when it is due. This satisfied the farmer, and he leaves 
the bank a happy man to begin his work on the farm. 

On the 20th day of June he receives a notice that a certain note will be due 
on the 1st day of July and that he expects prompt payment This causes a rush 
to the bank that is ready to receive him. By this time " money is very hard to 
get" and that it Is all but impossible to extend the paper. But after a long 
talk the farmer is worked to an extent where he can see the sheriff out after his 
mules. Then the banker tells him that if he will make the note $287,50, payable 
the 1st day of October, he will allow him to renew the note. This agreed upon, 
the note is renewed and the farmer returns to his work happy as before. 
(Interest rate on the original loan being now about 1(X) per cent.) 

On the 20th day of September he receives a notice that his note will be due on 
the 1st day of October, and prompt payment is expected and demanded. At this 
time the farmer is picking on his first bale of cotton. He hastens this picking 
and takes his cotton to town to sell. He takes the check and goes to the bank 
to negotiate an extension. This time he is expected to pay it off In a month, so 
he pays $10 for a 30-day extension (being about 60 per cent per annum on orig- 
inal loan). During this month he reduces the note considerably, but must again 
have an extension ; but this reduction does not lessen the interest for extension. 
He still pays the sum of $10 for the 30-day extension. 

This method goes on until the cotton is gathered, but somehow he gets the $10 
every month until March, when he undertakes to negotiate another loan. By 
this time he has paid $137.50 interest on the original loan, and when he comes to 
make the new loan it is ascertained that he owes still the sum of $100. Such 
amount could have been paid, but he was encouraged to renew by assurances 
that if it was not paid in full it was all right. 

Now, the farmer must have $200 to make the next crop; therefore the note 
must now be $300 and interest. It is agreed now that the farmer may receive 
$200 and that he give a new note and take up the old one, the new note to be 
$347.50, due and payable on the 1st day of July, and again It is agreed that in 
case of nonpayment on that date another extension may be had. 

Again, on the 20th day of June the farmer Is notified that his note will be due 
July 1 and must be paid. This causes another hurried trip to the bank to see 
about the renewal. The same talk that was had the previous year was again 
gone over, only that money was just a little harder to get than ever before. But 
it is finally agreed that if he will sign a new note for $397.50 that it will be 
carried to the 1st day of October. 

Again, as the year before, on the 20th day of September, 1915, the farmer gets 
a notice that his note will be due 10 days from date and that prompt payment Is 
expected. The farmer hurries up his cotton picking and takes a bale to town to 
sell. After selling he goes to the bank to turn it in and to extend the note 
another month, in order to pick out his cotton. For this extension he again 
pays $10. Something happens which prevents the cotton from being picked in 
October, and again the $10 must come for the extension, notwithstanding the 
note has been greatly reduced. 

Each month finds the farmer faithfully picking cotton, but the children must 
have shoes, as frost has come, before they can finish picking the cotton. The 
banker very graciously allows him to use a part of the cotton money to buy 
shoes and to provide clothes for his family for the coming winter. 

45712—16 ^3 
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By the time the cotton is all out, the farmer finds now that he owes, at the 
end of this year, $200 ; it is true that $147.50 of this is interest, but the note is 
there to show for itself. It is true, besides tlie interest of $97.50 on the face 
of the note, there are five other $10 payments, " for extensions." If the farmer 
had been real careful he could have paid the entire note; but he would boast 
that he had a good credit and that he could get all the money he wanted at the 
hank. The cashier would flatter him to this extent, when in truth he could get 
money only as it appeared that he was good picking. 

The following March the farmer comes again to borrow money and to renew 
the old note. He must have the same amount as before to make the crop, but 
it is easy to see that the note must be $400 and interest. Now what shall the 
Interest be? The banker looks grave and dissatisfied because the former note 
had not been reduced a greater amount. He oven intimates that he ought not 
to even make the loan at all and to foreclose the mortgage then and there. 

The farmer also gets serious, as he can see visions of the sheriff out after 
those mules, and he does not know how he could make a crop to feed those three 
boys and girls. They had all worke<l hard the year before, but it was just bad 
luck that caused him to fail to pay out. He tells the banker about the sickness 
and the troubles he had; and besides another "little cotton picker" had been 
born during the summer right at the time the mother should have been hoeing 
cotton. This knocked her out of 10 days' work, and besides the doctor bill had 
to be paid. Upon this the banker relented and agreed to carry hira over. 

This time there was nothing said about interest; the banker only wrote out 
a note for $487.50, due on the 1st day of July (rate about 60 per cent compound 
interest). The farmer signed without saying a word, as he was afraid that the 
banker would yet refuse the loan he must now have, or starvation looked him In 
the face. His mules and farming implements would go for a small part of what 
they were worth, and there he had a large family with nothing to do and with 
nothing to eat. 

Again, on the 20th day of June the farmer receives the notice that his ^iqte 
will be due in July. He is forced in this time to see the renewal, because he 
could begin to see that this note was getting larger and larger and that he could 
not hope to pay all this year. Finally the banker, seeing him pass by the bank, 
Invites him in, which invitation amounts to a demand. They have a talk, or 
rather the banker does the talking, and makes threats of foreclosure. Neither 
is he friendly now, although the farmer failed to say anything about it. 

The banker does not conceal his anger at this time and cares nothing for the 
good will of the customer. He informs the farmer that the note must be 
renewed, and without saying anything about the interest, he writes out a new 
note, adding an even $75 for interest, which makes the new note $562.50 (75 
per cent compound interest). 

The farmer again goes to work on his crop, but the hopes of paying it has 
left him. He now studies how best to " beat it." He even tries to get a little 
more money; and after getting into the very dust of humiliation he gets $25 
more, but the note is a 30-day note, which he must renew and pay $2.50 for 
renewal (120 per cent annum). His notice as before, but he finds that he is 
not being treated with courtesy. The banker has divined the thoughts he had 
had while plowing the cotton as to "how to get away with as much mortgaged 
property as he could. 

So from this on he brings the cotton as before, for he finds a man who. claims 
to be deputy constable, but now a collector for the bank is watching him. He 
finds that this fellow has been to the farm and knows just about how much 
cotton will be raised on the place, and that every time he comes with a load 
of cotton this man's eyes are continually on him, and he knows that he dare not 
go off without seeing the banker. 

So he falls on the plan of telling *' big stories " as to his crop and gives every 
a«B(urance that he will be amply able to pay out. He fairly begs for as mu<^ as 
the banker will let him have out of the cotton, and when- the next bale comes he 
demanrlB the picking and turns over the balance. He now begins to hide out 
Mek» full of cotton at a time and sells to some grafter who is also farming, but 
who iM lor>king for such men. He sells it for very little more than the picking. 
Kut anything now to save something out of the wreck. But the collector is on 
hto trail, and he gets no chance to get away with anything. Finally he has 
turned in all the cotton, or all but a winter's picking. He had $12.50 interest to 
pay on the two notes. 

All thl« time he had reduced the note only to $300. The collector now b^his 
to UH)k for a place to sell these mules and farming implements. The farmer 
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knows of this, and if the collector does not see a sale for the stuff, perhaps the 
banker will inform him that he will let him keep the mules to make another 
crop if he can without another loan, but he is determined to risk no more money. 

In despair the farmer goes to his friends to sign notes for him. In this way 
and by working his family for other people he makes another crop. But before 
this he had to renew the note. The banker again fails to mention the interest, 
just writes out a note, tells him to sign, and talks about how good he is to him. 
He signs, and does not even know that he signed a note and mortgage for $466.50. 

In July it again is renewed. The following fall it is renewed and the banker 
gets all he can from the crop, charging heavily for renewal. 

When the crop is all in, the poor fellow still owes the sum of $400, and the 
chattels are demanded, advertised, and sold at public auction, the bank buying 
for a song and then charges the rest off the books. He is careful to keep the 
note, however, and perhaps three years later the farmer will be careless and 
the bank will run an attachment or garnishment and catch something. 

This closes the career of the farmer, who has worked for four years with all 
his might and enslaved his family for this length of time, giving them no 
pleasure, no spare time, no education, and no clotliing fit to wear ; making all 
this sacrifice not to pay an honest debt but just to fill the coffers of a bank 
which is owned by some man who is utterly unfit to run a bank, but is an 
excellent hand to do a pawnshop business. 

In fact, the very existence of such banks doing this kind of business effec- 
tually bars the doors to a real banker. 

The narration just given is taken from one of many cases that came under 
my observation w^hile practicing law in this county. I was attorney for a man 
who " went the route " that I have just related, only I have not told the sad 
part of the story. 

This man. was getting old, over 50 years of age, with a large family, but 
nearly all were breadwinners. The truth is he had six children, boys and girls, 
that could do a man's work. They were noted for their hard-working quali- 
ties, and up to the time that the bank began to pinch him he had a good repu- 
tation for paying his debts. This valuable reputation enabled him to make 
another crop after the bank had quit him, allowing him to retain his stock and 
tools at enormous rates of interest. 

The reputation, however, went down as he went down, but his creditors 
never made any inquiries as to how he went to the bottom and became a "beat." 
The sad part of this man's career was that he took sick In the middle part of 
the winter, having gone almost barefooted all the time and had contracted to 
clear soifte wet lands at so much per acre to make his way through the winter. 

After lingering, without a doctor, without medicine, without food for proper 
nourishment, he died, leaving a large family of boys and girls, who had been 
slaves for four years, without any capacity for dealing with the world, as they 
had no experience, having been at work all these years, knowing nothing of the 
father's transactions. 

The county had to bury him, and the good people of the neighborhood fur- 
nished the family transportation back to Arkansas, from whence they might 
buy a farm. Perhaps he would have done so if he had not fallen in with this 
conscienceless banker, who took advantage of his simple way of dealing with 
people, and using him for all he was worth. 

Since I have become an officer of this county I have found that there are 
thousands of such cases, and many are the times that I have buried people at 
the expense of the county that had been brought to ruin by this same method. 
I can recite case after case of this kind that has come under my own observa- 
tion and can vouch for the truth of it, and if my word is not sufficient I can 
prove it to the satisfaction of the most skeptical. 

I visited back East at my old home and was telling some of these stories, 
which would cause the most Intense astonishment. I saw it made a bad im- 
pression as to my adopted home, and then I told of the wonderful possibilities 
and resources of our great State. 

It is true that our farmers have been ruined and many beggared, but they 
themselves were to some extent to blame, not Intentionally but by not being on 
the alert and contending stronger for justice. And again they were too free to 
borrow, but they have now learned a lesson they will never forget, and there is 
now determination to stop such practices. 

I am now engaged in leading a fight on behalf of the farmers for a cessation 
of such business. When I commenced there were few that would even mention 
it, unless it was those that suffered. But now I have shown how heartless the 
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banks were in ruining any man that "bucked" their game; all the people, if 
they are not my active supporters, they at least tacitly admit the Justice of the 
cause. 

The officeholders were afraid to try to do anything, as it was thought that 
any man who brought against himself the enmity of the bankers signed his own 
death warrant politically, and the merchant who would raise his voice against 
usury would be ruined financially. 

I was very reckless and determined to try my strength as against really the 
combined wealth of this county. I went to work and did some things as an 
official which was right that I should do, but could have left undone as the rest 
had done, and have caused no trouble. But I did my duty, and they com- 
menced their campaign to ruin my political future. ' 

Many predictions were made as to how I would go out of office because of the 
enmity I had created against me by not doing the bidding of the banks and 
their stockholders and their henchmen. Even my most ardent supporters 
thought that I was destined to ignominious defeat Really I did not care, as I 
had a large clientage which paid me better than political office, and I thought 
1 would try. So careful I was to run for the second term of county attorney, 
which I then held, but announced that I would not run for a second term, but 
would run for judge against the man who was a candidate for his second term, 
and the fight commenced. 

It was the dirtiest fight I ever encountered, but I never engaged in the usual 
campaign of falsehood and slander. I never once made a personal attack on 
a single man who opposed me. I made the issues prominent and argued that 
I was right and that I ought to be supported. They would circulate the most 
unreasonable falsehoods on my personal character, but I remained cool and 
fought back with the argument that I was right in opposing their unholy 
methods. 

For example, I went into the bank to get my check for my salary cashed, and 
the cashier said to me, '* I hear that you are going out over the country telling 
the farmers not to pay the banks a cent they owe us." I said, " No ; you didn't 
hear that," and he said, " Yes ; I did." I said, " No ; you did not," and " Why is 
it that every time you tell anything about me that you have to tell a falsehood? 
Now, you did hear that I was going to carry on a campaign against the charging 
of usury, and I am going to do that, but every time you mention it in the future 
as in the past you will not say usury, but will tell that I am urging people to 
refuse to pay their just debts. Why is it that your business won't stand for you 
to tell the truth concerning it? If it were the right sort of business, the more 
advertised the better it would be for you. The fact that you can't bear the truth 
is the thing that is hurting you and not anything that I say." 

I was elected by a majority of two to one. This gave them a terrible jolt, but 
they have never ceased their fight on me yet ; and, as I am now engaged in this 
campaign against extortionate interest charges, they are everlastingly trying 
to ruin my personal reputation and moral character. They have spent all kinds 
of money in this way, but I have never been hurt yet. I go about as though 
there was nothing unusual going on. I pretend that I never hear of the slander- 
ous remarks. 

But their efforts against me have had one effect, and that Is, other men do not 
care to undertake the fight I have waged. In other words, while they care 
nothing for the unholy methods of these money-loan sharks, the determination 
of the money sharks to drag the name of any man who opposes them through 
the mire of filth and slime causes prospective candidates to be careful not to 
arouse their enmity. I find since I commenced this fight that men dread slander 
worse than they do bullets. 

To sliow you their cunning ways of campaigning, I will give you an illustra- 
tion of their methods. The banks held a meeting to decide upon a man to 
run for treasurer, a very important office to the bank^; and to the county as 
well. They picked on a young clerk In one of the well-kno%vn stores. He was 
an exceptionally nice young man, fine looking, and with a pleasing smile and 
manner. But they knew that this young man would do just what the banlcs said 
for him to do, as he had been a good, obedient clerk. They knew that his man- 
ners would take well with the voters, and therefore they did not think there 
would be any trouble In electing him. One who happened to be with him on 
those long campaign rides could tell that he did not care for the office so much 
as he did to obey the mandates of those who ran him. 

Opposed to this young man was a man with a character as firm and spotless 
as a man's character could be. He had well-fixed ideas as to his own conduct 
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nnd was scrupulous in doing his wliole duty, and all knew that he would not 
grant special favors to anyone. The banks could see that he would not be 
wax in their hands, as the young clerk would be; therefore they decided to 
defeat him at any cost. They got hold of worthless scoundrels who cared noth- 
ing for their own reputations or for that of any other person and gave these 
fellows good money and started them out over the country to tell tales on this 
man. 

For them to have told that this man*s morals were vicious would be too un- 
reasonable to me who knew him. So this was the tale that carried to him his 
defeat. The scoundrels, after being fully instructed, would go very leisurely 
about the country talking in a disinterested sort of way about the candidates 
for office. All at once they would say, " I heard something whispered around 
town that took me by surprise. I heard that K. was a morphine fiend." This 
would shock the voter, but they would discuss it as a great secret. The 
scoundrel would get a pledge from the voter that he would keep it inviolate 
as long as he lived. The voter would think it incumbent on him to do such 
a thing, for he never wanted to harm such a man as K. So he would talk it 
over with his neighbors in a secret sort of way, and they would soon imagine 
that they could see K. do things that indicated something wrong. Soon it had 
gone to every man's ears, but always a profound "secret." Each one was 
afraid that K. would know that he had said something about it. K. never knew 
for a long time what beat him for office. When he did find it out he was so 
shocked that he never took part in politics again. 

The young clerk after election showed, in the way he favored the banks, why 
they spent so much money for his election. In all these nefarious plots the 
money changers were at the bottom of it all. In seeking office where it does 
not affect the banks the candidates can carry on that campaign in a most gen- 
tlemanly manner; but for those offices where it will affect the money shark 
they would take no chances and would make the most insidious assault on the 
personal character of the man they thought would not " stand hitched," putting 
it in their own language. 

In this one article I can not go into details of the crimes due directly to th« 
money shark In the social and political life of the county and State for no 
purpose but to carry on an unlawful, unholy, and unjust business. It would 
require a whole book to detail the crimes for which they are directly re- 
sponsible. 

I prepared a lecture entitled " The Crimes of Old Forty Per Cent," in which 
1 enumerated some of the most heinous crimes due to their activity in politics 
and some of the most harmful effects on society for which they are responsible. 
It is one of the laws of God that evil must be bolstered up and maintained by 
evil practices. The man who once goes into the nefarious business has seared 
his conscience and will stoop to the lowest and meanest tricks to maintain it, 
for after it is once started the sudden stopping would ruin the parties who 
were engaged in it. " Evil begets evil." 

Ex-Attorney General West, who was candidate for governor, showed that 90 
per cent of the crimes committed by bankers for which they were prosecuted 
and convicted were caused by the practice of usury. The cashier who con- 
tinually violated the law and who was forced to so many cunning schemes to 
carry on this kind of business was more apt to go wrong, even steal the bank's 
money, than a banker who did not practice it. Why is it that bankers violating 
the law do not bring down on their heads the condemnation of good citizens, 
like the crimes of " bootlegging." cattle stealing, etc., I can not understand. 

In our good State the decent people have gone on and in some way fed the sick 
and afflicted. Many men, having to meet the demands of the money shark, were 
starved to such an extent that, their vitality being depleted, they were easy 
victims of disease, and were then buried at the expense of those so fortunate 
as to still survive. 

The victims of these unjust men can not send their children to school as the 
law directs, and they are either neglected by the authorities or placed in school 
at public expense. It is a very usual thing to see girls out plowing in rough 
land and the entire family hard at work, with the baby sitting on an old rug in 
the middle of the field with a rock on its dress to hold it. 

And this goes on from year to year, with every earned dollar above a bare 
existence going into the pockets of some bankers who could never get a Job 
running a livery stable in any other county except Oklahoma. 
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It Is one bad feature that where a State allows the practice of usury it drives 
all good men out of the banking business, and turns a great banking system Into 
the hands of men who would disgi*ace a pawnshop or a gambling dive. 

I do not mean to say that there are no good men connected with the banking 
business In Oklahoma, but they are the exception. A very common question for 
debate In debating societies among them Is : ''Resolved, That the usury has done 
more damage to society than all the criminals combined." 

In these debates I have never known the affirmative to lose. They are 
debated before judges who know the effect of It, and know that this is the only 
crime that Injures people In Oklahoma to any great extent. 

While I was prosecuting attorney, I " got wise " to a plot of the victims of 
usury to kill a well-known shark who had reduced them to starvation. I stopped 
It, not by the use of office but by making a speech to them, taking them Into my 
confidence, and I know that they had confidence In me. I never could have 
prevented It any other way. 

This shark was a rank enemy of mine, but I saved his neck, and since that 
time the only thanks I have ever received was that he has tried to use that 
money that he secured by such means to get me assassinated, because he thinks 
I am the only man that opposes publicly his Infernal business. 

As I am writing this I can see that our campaign against this practice Is going 
to be a complete success, and when we rid this State of these sharks we will 
have one of the most glorious States In the great Commonwealth. We have the 
greatest schools, and our people are tireless in their efforts to educate the young, 
and by such means build up»the citizenship. 

Thousands came to this State who were honest and upright, but are not edu- 
cated, and they have fallen victims to this system ; but we are determined that it 
shall stop. When some ask seriously, '* Have we not waited too long already? " 
I can answer with full confidence, " No ; we will recover in a very few years, 
so great are our resources that nothing but a cruel war could keep us down." 

Mr. Phelan. I think perhaps the members would like to read that 
speech that you made out in Kentucky. I have one myself. 

Comptroller Willims. With pleasure. 

Representative Hawley. I ask that that speech also be incor- 
porated into the record. 

Chairman Moss. It is suggested by a member of the committee 
that the comptroller's speech before the Kentucky Bankers' Associ- 
ation be incorporated in the hearings, and, as there is no objection, 
it will so appear. 

Representative HLawley. And the other will go in also ? 

Chairman Moss. Yes, sir. 

(The address of Comptroller Williams above referred to is as 
follows:) 

A Giant Needing Guidance. 

ADDBESS OF JOHN SKELTON WILLIAMS, COMPTBOLLEB OF THE CUBBENCY, BEFOBE THE 
KENTUCKY BANKEBS' ASSOCIATION AT FBANKFOBT, KY., OCTOBEB 6, 1915. 

Mr, President^ Oov. McCreary, and members of the Kentucky Bankers' Assad' 
ation, ladies and gentlemen-: 

Daniel Boone did not discover Kentucky. Other white men had been here 
before him. His chief claim to distinction was that he was the first to fall In 
love with her so Inordinately that he not only remained with her as long as he 
eould, but Induced thousands of other people to follow him, to seek homes In 
her fertile bosom, beautiful even while wilderness and waste; Irresistibly at- 
tractive even while Its hospitality was represented by whooping Shawnees with 
active tomahawks and scalping knives. It Is related, I believe, that they became 
so fond of Daniel that after they had taken him prisoner they adopted him Into 
their tribe. 

Many thousands of Virginians have followed Boone's trail, plainly marked 
BOW, across our mountains, and Kentucklans ever since the old days and to now 
liave followed the Shawnee habit of taking captive, holding, and adopting as 
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part of their tribe all visitors from all regions, and with generous kindliness 
and cordial good will making them feel that they are welcome and long to 
remain among a people so brave and true, among women so lovely, men so 
manly, and surroundings so beautifully attractive. 

It is to Boone's credit that he dreamed of the future glories and realized the 
possibilities of Kentucky before there were smiles and graces to call his admira- 
tion or the sturdy valor and shining achievements of Kentuckians to vindicate 
his confidence. It is to the credit of the early Virginians that so many of them, 
representing the best blood and finest talent of the State, climbed across the 
intervening blue hills, hewed their way through the forests, and helped to make 
this land of promise the land of fruition, and did their part in establishing a 
civilization whose social life and " whose fragrance live In many lands ; whose 
beauty stars the earth." 

When the time came Virginia was proud to introduce, as the first addition to 
the sisterhood of States, this oldest, fairest, most stalwart daughter of hers, 
and never has had occasion to be otherwise than proud of the connection. 

We sent you Henry Clay and share with you the glory of his fame and th%* 
achievements of his statesmanship. We gave you many others who won here 
new distinction for honored Virginia names; and they brought and recorded 
here evidence of their love of their old homes and gave you Richmond, Lexing- 
ton, Danville, Winchester, Ashland, and many others. And you have repaid 
abundantly to Virginia and to the country, by giving to national affairs, in 
every crisis of war and peace, strong, brave, and able men. Your John Morgan 
came to us in our sore need, and we are proud to remember him as dashing 
cavalryman and cavalier, ranking him with our own Mosby and Stuart. Your 
State gave President Lincoln to the Nation, and your Joe Blackburn thundered 
in the Senate when thundering was a saving power, and thundered always for 
righteousness and justice and restoration. Your senior Senator to-day is one 
of the dominating powers in our national councils and holds, as he deserves, 
the confidence of every part of the administration. 

Therefore It is a distinct pleasure to me, a Virginian from the mother State, 
In the general assembly of w^hlcli Boone once sat as representative from our 
Kentucky territory, to be here in your capital city with you Kentuckians. We 
are closer kin, perhaps, than any other two States of the Union. It is with 
spciclally keen Interest that, representing In part the financial side of our com- 
mon Government, I am here to talk with those who represent so much financial 
and commercial enterprise, conservatism, stability, and power. 

Most of you are more or less familiar with my official signature, and I am 
afraid some of you have not received It always with unmixed joy. 1 know my 
office has given you a good deal of trouble. I have Ijad correspondence with 
all of you national bankers. Therefore I am very, very glad to have the oppor- 
tunity of speaking to you, of looking Into your faces, and of talking with you 
frankly. It is but fair to say that my experiences w^ith Kentucky bankers 
generally have been satisfactory and pleasant — ^more pleasant perhaps to me 
than to you. 

I have learned from my contact with you and from your reports that you 
have here standards In banking and codes of ethics in business well worthy of 
emulation. It may be that you have profited by the worthy example of the 
venerable Institution at Louisville, oldest, I believe, of all of you, historic and 
justly honored. Experience has taught me that the founders of financial 
enterprises and business life In a State stamp their spirit and methods of 
business conduct on the later generations. Your banking system has been built 
on foundations established by high, clean men, who loved honor, justice, and 
fair dealing ; on that foundation you have built well. 

I know that at times, especially in the past year or so, you have, some of 
you, thought that the comptroller's office has been severely searching; that it 
has imposed hardships on you In the reports It has called for or the regulations 
it has enforced; and I have no doubt that with men of high spirit and clean 
conscience we have provoked strong resentments. Yet I ask you now to look 
abroad through the country, as we are forced to do from our observatory at 
Washington, and consider the circumstances and the facts ; what has been done, 
the past and present conditions, and what Is to be done in the future. 

Last summer, winter, and spring we were In a situation without precedent 
In the business of any country. In which we had no human experience to guide 
us. We had not quite completed the organization of a new system of banking 
and currency, in some respects revolutionary. We were trying to work out the 
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changes and adjust ourselves to them amidst the fury of a sudden war abroad 
involving every important nation of Europe and the greatest power in the 
Orient — ^all combatants closely united to us in trade ; their commerce and finance 
and ours wrapped and tangled together. Literally we were in a time when 
men's hearts failed them for fear, because they knew not what was to come. This 
had come upon us, too, when we were trying to recover from a period of hesita- 
tion and stagnation developed among ourselves. Business was halted by the 
shock of the great war as a train is by collision with a landslide. The dreadful 
question was whether wreck and ruin were to follow the shock. 

When you realize the perils which confronted those of us who represent the 
financial department of the General Government and the responsibility that was 
on us, you can understand that nerves were strung to a keen tension, and that 
we felt the need of close, constant, ceaseless vigilance. A serious crash any- 
where in our banking system from any cause might have precipitated far-reach- 
ing and disastrous consequences. In times when the souls of men are tuned to 
fear^ and when the wings of every breeze bring whispers of danger and dread, 
the public does not stop to analyze conditions or study causes. It rushes into 
frenzied panic, and in panic the oldest, strongest, and most wisely managed 
Institution may be shaken along with the weakest. 

Knowing this from the experience of the past, we could take no chances, take 
nothing for granted. We examined, explored, and investigated far and wide 
to locate before it should be too late the weak places which required to be 
buttressed or supported and the sore and diseased spots to be healed or cut 
out. These examinations and explorations have cost many of you money. Pos- 
sibly they affronted some of you, conscious of your own careful policies and im- 
pregnable fortifications. But they were counted necessary, and I hope you can 
see now were necessary, for the general safety. 

We have had no panic or serious crash. We have not only avoided these, 
but we have Improved our financial and commercial positions enormously. In 
August, 1914, It was estimated that we owed Europe 350 millions of floating In- 
debtedness maturing prior to January 1, 1915, In addition to the American securi- 
ties held there for Investment, estimated at 4 billion dollars or more. Many 
anxious hours were spent In Washington and New York endeavoring to devise 
plans to relieve the situation, to provide for these huge obligations, and to 
meet the dreaded rush for payment of them. In the past 12 months we have 
not only wiped out the floating debt of 350 million, but we have taken back from 
Europe and paid for, by exports of food products and other supplies of all kinds, 
an amount of American securities heretofore held there for Investment estimated 
at from 750 to 1,000 million dollars. 

We could easily absofb more, but Europe has come to realize that America Is 
the most stable country on earth, and Investors cling tenaciously to American 
securities, looking to the time when, amidst a general cataclysm, they may be 
the only sure securities, as the American dollar has now become the world's 
standard of value because it commands the world's faith. 

This faith is well justified. We have come out of the year of strain and stress 
and danger in a stronger financial position than any country ever has occupied 
In the known history of the world. No other country In the compass of that 
history ever has held anything approximating the stock of gold — the basis of 
monetary value — which we have to-day in the vaults of the Government and of 
our banks. 

The estimated gold supply of the United States at this time, in gold coin and 
bullion, is more than 2 billion dollars, of which our banks. State and national, 
are estimated to hold approximately 1 billion and the Federal reserve banks 
and the Treasury approximately 640 millions, leaving four than 4^ millions in 
the pockets of the people. At no time in recorded history have the banks of 
any country held such resources as the banks of this country hold to-day. Our 
national banks alone hold reserves beyond their requirements to the extent of 
approximately 800 million dollars, while the unused note-issuing power of the 
Federal reserve banks is estimated at more than 600 million. 

The deposits in all the banks of this country — national, savings, and State, 
Including trust companies — have increased from 8i billion dollars In 1900 to 
approximately 23 billion dollars at the present time, the Increase in deposits 
averaging nearly a billion dollars a year. 

The surplus income of the British people, available for Investment In new 
enterprises, which they have utilized in part in developing remote portions of 
the earth, is estimated by economists to have amounted heretofore to 2 billion 
dollars per annum. Those who have studied the subject closely now estimate 
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that the income of the people of the United States, oyer and above the expense 
of living and available for further purpo^jos of development or tor investmentt 
now amounts to the fabulous sum of 5,000 millions per annum. 

The total annual income of the people of this country from agriculture, from 
mining, from manufactures, from transportation, from fisheries, and other pro* 
ductive occupations is now estimated at 30,000 millions per annum. The prln* 
cipal sources of this income are, of course, our crops and our manufacturing in* 
dustries. The value of the products of the farm and forest will this year, it is 
believed, reach close to 10 billion dollars, and the increase given to our products 
by manufacture, which by the census of 1909 amounted to 8^ billion dollars, is 
now estimated at more than 10 billion dollars. The value of the minerals ex- 
tracted from the earth this year, including gold and silver, contributes some 3 
billion dollars to the total values. 

The Census Oflice estimated the total wealth of the United States in 1912 at 
187 billion dollars. If the wealth of the country has increased in the past 3 years 
as it did in the preceding 10, it may be placed now at more 210 billion. Dr* 
HeUferich, the secretary of the German treasury, estimated the total wealth of 
the German Empire in 1910-11 at 69 to 76 billion dollars, about one-third the 
wealth of this country, and Th6ry, the economist, estimated the total wealth of 
France in 1908 at 55 billion dollars, about one-fourth the present wealth of the 
United States. 

According to the latest available estimates of Sir Robert Giffen, the total 
wealth in 1903 of the whole British Empire, including the United Kingdom, 
Canada, Australasia, India, and South Africa, was 108 billion dollars, so that 
we now have also far outstripped the British Kingdom and Empire, long the 
symbol of illimitable wealth — that mighty power, in the majestic words of 
Webster, " to which, for purposes of foreign conquest and subjugation, Rome In 
the height of her glory is not to be compared ; a power which has dotted over the 
surface of the whole globe with her possessions and military posts, whose 
morning drum beat, following the sun and keeping company with the hours, 
circles the earth with one continuous, unbroken strain of the martial airs of 
England.*' 

The first time in our history, now at this crop-moving season of the year, our 
banks in all sections of the country, instead of being forced to borrow at exces* 
sive rates to meet the needs of their customers and sometimes unable to borrow 
at any rate, can secure all the money wanted for their legitimate requirements 
at interest rates ranging from 21 per cent to 4 per cent per annum on time or 
call. 

In connection with interest rates I could astonish you gentlemen by recital 
of some transactions that have come to my knowledge. A few days ago I 
had a letter on my desk from the president of a national bank in one of our 
neighboring States, in which he complained that the Federal Reserve System 
threatened to "undermine," as he expressed it, the high interest rates which 
his bank had been enjoying, but, which he omitted to add, his customers had not 
enjoyed as much as he had. I am sorry to say that I could give you the names 
of some banks, national banks — not pawnbrokers or recognized money sharks — 
which have admitted making loans to customers at 10 per cent, not 10 per cent 
per annum, but 10 per cent per month, 120 per cent per annum; and some 
banks have owned up to rates much higher still. These banks know and you 
and I know that such rates are disreputable and without excuse, whatever the 
security for the loans may be. 

The comptroller's office sometimes has to deal with tragedies which have 
their comic side. A few days after the Federal Reserve System was started, in 
November last, a letter was received in Washington from the president of the 
First National Bank of a certain city in Texas, severely arraigning the members 
of the Federal Reserve Board for their action in establishing a 6i per cent 
rate for long-time paper at the Federal Reserve Bank of Dallas, the rate for 
30 days or less being 6 per cent. This gentleman said that the 6i per cent 
rate had "jolted those bankers who had hoped that the new currency system 
would be of immediate relief to the country," and proceeded to ask, "Why 
should the board think that the banks of the United States would be benefited 
by having paper rediscounted for them at 6i per cent by these new reserve 
banks, with whom we are forced by law to keep our reserve, when banks of 
good credit can get money cheaper elsewhere?" "This action," said he, "is 
certainly a disappointment to the bankers, and can not but create prejudice 
against the new system." He then asked how the country could have any 
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** confidence " in a reserve board which had attempted to make a rate as high 
as 6i per cent for member banks. " Our bankers," said he, " want a reasonable 
rate so as to -assist them in granting accommodations to our business men." 

As you all will recall, the country was just then emerging from a grave crisis, 
during which it had been difficult to get money at any rate, and it was with 
some surprise that this protest from Texas was received. Upon receipt of his 
letter I telegraphed this bank president who had objected so strenuously to 
the establishment of the 6^ per cent rate at Dallas, asking him to send to the 
comptroller's office at once a list of all loans which his bank had made during 
the preceding three or four months in excess of 8 per cent, showing the rate of 
interest charged in the case of each loan. He interposed objection to com- 
pliance with this request, on account of the work involved in its preparation, 
and several demands were made upon him before the list was furnished. When 
It arrived the cause of his reluctance was explained, but not his objection to the 
6i per cent rate. The record showed that during the three or four months 
preceding his protest this bank had made to its customers more than 400 loans 
ranging in amount from $50 to over $10,000 each, upon which it had charged 
from 10 per cent to 15 per cent; 115 loans had been made during this period 
at rate ranging from 15 per cent to 25 per cent ; 44 loans from 25 per cent to 
40 per cent; 32 loans between 40 per cent and 60 per cent; and upon 11 loans 
(including one for $2,067 for 30 days, upon which he had charged 64 per cent 
Interest, and a loan for $553 for two months, upon which he had charged 85 
per cent interest) the interest rate had ranged from 60 per cent to more than 
100 per cent. Most of the loans at the extortionate rates, however, were for 
comparatively small amounts to people who were least able to afford such rates. 

Why this banker saw fit to challenge the prudent action of the reserve board 
In making an initial rate of 6^ per cent for paper running over 30 days at the 
Dallas bank — the rate for 30 days or less being 6 per cent — at the very time that 
his bank was lending hundreds of thousands of dollars all the way from 10 to 
100 per cent per annum, is still an unexplained mystery. 

At the same time that the banks in Texas were lending money to their own 
people at 25, 50, and 100 per cent per annum, the records show that the Texas 
banks had on deposit in the national banks of New York City more than 
$18,000,000, upon which they were collecting, presumably, 2 per cent per annum 
Interest. It Is hoped and believed that, with the final transfer of the bank 
reserves of the national banks from Wall Street to the reserve banks of each 
Federal reserve district, the rates of interest charged by the member banks to 
customers will be reduced from the indefensible maximums of 100 per cent 
and higher to approximately 6 per cent, even in the most remote districts. 

The bank that lends at such rates is destroying its constituency and Is at the 
same time committing slow but sure suicide. The proper function and the 
course of safety for the bank is to be a constructive force in its community, to 
build up and establish, to infuse life into commerce, develop health and vigor, 
rather than suck Its life blood. The effort of the present system Is to encourage 
that purpose and policy. 

It Is the cause of some regret but no surprise that United States Senator 
Weeks, of Massachusetts, whose activities were largely concentrated in a Wall 
Street brokerage house before he emerged to teach us wisdom and to save the 
Republic, does not, as I understand him, share in or accept these theories. 

This Senator says that the Comptroller of the Currency sent a telegram last 
year asking bankers why they were charging on certain collateral loans more 
than 6 per cent Interest, and proceeds to criticize that telegram. If I may 
impose upon your patience to the extent, I should like to give you the circum- 
stances under which that telegram was sent. 

At the outbreak of the European war on July 30, 1914, the New York Stock 
Exchange closed Its doors, and a panic which might have been overwhelming 
In its disastrous consequences was averted by the prompt action of the Secre- 
tary of the Treasury in announcing, August 2, 1914, that he was prepared to 
Issue and would Issue emergency currency Immediately to the national banks 
of the country. In New York and In all the other States, to the extent of 500 
millions of dollars, if necessary. It was mainly this action which enabled the 
banks all over the country to keep going, and It Is Interesting to note that In the 
month of August, 1914 — the height of the crisis — only two small national banks 
closed their doors — their combined capital amounting to only $100,000. In 
previous crises less severe than this, banks had failed by the score. 

Tlie stock exchange being closed and stringent regulations having been pro- 
mulgated governing the sales of securities by stock exchange members, there 
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was no method by which the call loans and the maturing time loans which 
were being carried by tlie banks in New York and Boston, and secured by 
bonds and stocks, could be liquidated. The banks themselves were being pro- 
tected by the action of the Secretary of the Treasury, which provi«led them all 
the funds they needed, but they were avoiding any new loans as far as possible, 
and those who owed the banks had no means of securing the money witli which 
to pay their loans. Under these circumstances many large banks notified their 
customers that they would charge them only 6 per cent per anniun Interest, 
nnd would not exact a higher rate from any one, but there were other banks in 
these cities where the rate on loans, or on some loans, was raised to 8, 9, 10, 
and in a few cases as high as 12 per cent. The borrowers were in the power 
of the banks, and had, in fact, to accept whatever rate they demanded. They 
had no alternative. 

By the first of November the emergency currency issued by the Treasury 
Department had reached 369 million dollars, upon which the national banks 
had been paying interest at the rate of only 3 per cent per annum. The money 
situation had been greatly ameliorated, but the stock exchange was still closed 
and there was therefore no market for securities. 

It was in these circumstances that I addressed telegrams to certain banks In 
New York and Boston which were still charging excessive rates, and in these 
messages I asked them to t^ll me the maximum rate they were charging at 
that time and, if the rate was in excess of 6 per cent, please to inform me when 
a reduction of 6 per cent might be expected, and also to explain what special 
conditions, if any, seemed to warrant them in maintaining an 8, 10, or 12 per 
cent rate when so many of the leading as well as of the smaller banks in these 
cities had reduced the rate to, or had maintained it at, 6 per cent. As a result 
of these telegrams nearly all of the banks which were still charging a rate in 
excess of 6 per cent promptly reduced it to 6, greatly to the relief of their 
customers. In New York City the exceptions were three large banks. One of 
these banks, which had received from the Government over $10,000,000 of 
emergency currency upon w hich it was paying only 3 per cent interest, registered 
a formal protest against what its officers referred to as an attempt to enforce 
upon them a policy which they might not consider correct. This bank said 
further : 

"We judge there is a sentiment by debtors not of prime standing or with 
prime collateral, and we feel that they should not assume that they are entitled 
to the same treatment by banks, when they know the way they can easily have 
their notes reduced to 6 per cent or can pay." 

In reply to that communication, I wrote the bank referred to, in part, as 
follows : 

" You suggest that debtors not of prime standing and not with prime collateral 
* should not assume that they are entitled to the same treatment by banks, when 
they know the way they can easily have their notes reduced to 6* per cent or 
can pay.* 

" In such times as these through which we have been passing I consider that 
the weaker concerns, and those who may not have been in possession of abundant 
resources, should have been treated with special consideration and forbearance j 
and to levy against and exact from them excessive or unjust interest rates 
simply because they were, under unparalleled conditions, unable to help them- 
selves is not defensible. 

" In all kindness let me remind you that the jasury laws are framed more for 
the protection of the weak than of the strong —vvho can take care of themselves — 
and I am sure that you will agree with me that it is neither good policy nor 
good ethics in times like these to take advantage of the weakness or misfortune 
of a bank's clients and customers. If some of those borrowers should have been 
forced to the wall and compelled to sacrifice their collateral, the consequences, 
in the delicate conditions through which we have been passing, might have 
been unfortunate and serious." 

In a telegram I had notified the banks that I intended to publish a list of 
those New York banks which had already reduced their rates of interest to 6 
per cent. One of the three banks in New York City which still maintained a 
higher rate than 6 on some loans warmly protested against such a publication. 
In reply to that protest, I said in my letter from which I have just quoted: 

•* May I suggest that, if It was improper or unjust or unethical or unbusiness- 
like to exact excessive Interest rates, the fact that such a policy is kept from 
the public does not make it right; nor it Is the publication of such facts that 
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'constitutes a wrong. A bank should not make, nor take part in, transactions 
which will not bear the light of day. 

*' If a bank is willing to have it known that it is charging one rate of interest 
but is ashamed or unwilling to have it known that it charges another rate, 
there must be something about the other rate which challenges criticism or 
calls for an explanation. Nothing is gained by concealing such operations from 
the public ; and under conditions like these it is no part of the business or the 
proper function of this office to do so, directly or indirectly." 

The effect of the action of the comptroller's office at that time was to bring 
down the high rates of interest charged by a number of banks in New York to 
the uniform rate of 6 per cent, which other banks there had adhered to through 
the crisis, this result inuring greatly to the benefit of borrowers on collateral 
who were obliged to pay at the rate dictated by the bank, because the stock 
exchange was closed and they had no possible way of realizing upon collateral 
except by ruinous sacrifices. 

Other grounds of complaint by the Senator from Massachusetts were alleged 
interference with the custom of sending automobiles by banks to take deposits 
and cash checks, these autos acting in some cases as perambulating branch 
banks, which are not permissible under the national bank act, and the alleged 
refusal of the comptroller's office to permit the issuance of letters of credit 
where prior deposits to cover have not been made. 

These are trivial matters of detail. The use of them by the Senator is 
encouraging and gratifying, because it is evidence of how little real cause of 
complaint and criticism he has been able to unearth. They would not be 
serious or formidable even if the assertions were true and fairly stated. As a 
matter of fact they are not. It is not only the right but the sworn duty of 
the comptroller to keep his office informed as to the conditions, operations, 
and methods of all national banks, and to check, as far as possible, violations 
of the law by the banks and all unlawful and dangerous practices. 

I have objected not to legitimate collection of deposits or delivery of pay-roll 
money by automobile but to the establishment of peripatetic banks on wheels — 
jitney banking in public thoroughfares. It does not seem to me to be safe 
banking as it has been conducted in the past by certain overzealous bank 
promoters. 

As to the alleged charge that the Issuance of letters of credit was interfered 
with, the comptroller's office clearly pointed out the method by which letters of 
credit could be issued lawfully to customers so as to give the greatest accom- 
modation to the purchaser and at the same time keep within the law and fully 
protect the bank. 

The most far-reaching and serious question to which the Senator referred 
is the activity of the comptroller in looking Into the interest rates on loans 
and endeavoring to reduce them. Already I have told you of the work done 
in that direction at a time of emergency. Aside from that I believe very 
earnestly that regard for the general business and welfare of the country de- 
mands of me that I use all the lawful power I have to prevent extortion and 
to restrain those who would take advantage of temporary necessities to ruin 
or to cripple. To the extent of using those powers for that purpose, I confess 
to having offended, and am ready to answer even a Senate investigating com- 
mittee If the Senator referred to will have the nerve to go before his constit- 
uents and come before the country or the business community with his plans 
for unrestricted Interest rates 1» times of trouble or at any time. 

Should such an Investigation be ordered I will be prepared with some facts 
which will astonish and horrify the country, and rouse a storm of indignant 
wrath not only with the general public but among bankers themselves. I fear 
the Senator to whose address I have alluded Is a statesman of somewhat narrow 
and restricted observation and knowledge, his monarch thought's fair dominion 
confined to the pavements and brick and stone and the financial districts of a 
few large cities. 

As I have tried to show you, I do not concede that even in the largest and 
richest cities and the stormiest times bankers have the right to pile on business 
all the traffic will bear. It is neither wisdom nor righteousness, not even Intelli- 
gent avarice, to take advantage of strain and distress to squeeze from hard- 
pressed borrowers excessive and destructive rates of interest. I can say for 
the present Treasury Department and for the administration that they will 
do all the law will allow them to do to hinder extortion and suppress oppres- 
sion everywhere. The old familiar, homely maxim, " Live and let live," Is as 
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sound morals and business in the greatest bank in the world as in a general 
store at a crossroads. 

The Senator referred to told his hearers, while he was speaking of tlie 
regulation of interest charges, "The banker himself is the man to determine 
that." He would throw off the bridle and leave each bank free to charge what 
it could get. Such a policy would be bad and dangerous, even at the business 
centers where borrowers are men of experience and skilled in business, where 
competition is available, where the active dealer in securities and commodities 
is supposed to know his rights and to have the knowledge and information to 
take care of himself. But the real brutality and horror of it develop in the 
more remote districts, in small communities of agricultural districts, having 
but one bank, or in which two or three banks combine to maintain rates on 
money. Some reports from the South and West, the Northwest and the 
Southwest, especially in the wheat and cotton sections of the Southwest, are 
bloodcurdling. They are like the stories from darkest Russia, of the oppressions 
inflicted on the peasantry; like the ghastly history of the wrongs done the 
French country people by the old nobility, the Seigneurs. The small farmer 
or planter frequently is ignorant and poor. He has not the money to employ 
lawyers or the instruction to understand his own rights. Frequently it hap- 
pens, as all of us know, with his crop in the ground and cultivation of it begun, 
his cash resources and his credit for food and supplies are exhausted. So he 
goes, perhaps, to the one bank he can reach, states his position, and presents 
his plea. As to the rate of interest to be exacted from him for the little money 
he needs to keep his family and himself to harvest time " the banker himself 
Is the man to determine that," in the comfortably cold logic and emphatic 
language of the Senator talking to the Michigan bankers. 

I do hope the Senator is merely ignorant, as many good people are. I can 
not imagine that any man of ordinarily humane instincts and patriotic impulse, 
and with even a little foresight, would express that opinion if he knew. 

All the national banks of the country have been required in each report of 
condition made to the comptroller's office since January 1 last, to state under 
oath the highest rate of interest they have charged since the preceding report 
and the average rate of interest charged by them on all loans since the preced- 
ing report. Doubtless some of you resented these inquiries as inquisitorial and 
unnecessary. But I ask you to listen to a few outlined facts and decide whether 
they were needed. 

Recently a national-bank examiner called at my office in Washington and 
brought to my attention the examples of two national banks In a certain neigh- 
boring State, which were run upon opposite plans. Each bank had a capital of 
$50,000. One of these banks, he told me, had endeavored faithfully to observe 
the laws and the requirements of the department, and had so far prospered as 
to accumulate by legitime means a surplus of more than $500,000. With the 
other bank the examiner had had trouble for years. The bank had sought In 
various ways to evade the provisions of the national-bank act and the regula- 
tions of the comptroller's office, and had suffered accordingly. And this bank, 
pursuing its independent course and disregarding the rules of the department, 
had been able to accumulate during a period of years since Its organization a 
surplus fund of $15,000. The experience and record of these two banks seem to 
lend new force to the maxim of Franklin that " Honesty Is," after all, " the best 
policy." 

The reports received at the comptroller's office show Indisputably that In some 
States and sections borrowers, especially small borrowers, have been and are 
being subjected to extortions and exactions which the average man would con- 
sider Impossible In this enlightened age. These revelations show that there are 
national banks which, Instead of being constructive forces, aiding in building up 
their communities and stimulating industry, have more nearly degenerated Into 
vampires sucking the life blood of their constituents. The saddest part of it 
is that these exactions are wrung from the poorest men In the community, espe- 
cially the small farmers, who can least afford to pay the fearful tribute ex- 
torted from their necessity. 

Naturally, the highest and most startling rates have been charged In portions 
of the West and South where money is known to be scarcest, but the records 
show more or less numerous Instances In the East and North and the Northwest, 
where the hand of the spoiler has also been active. 

One thousand and twenty-two banks in different sections of the country, out 
of the total of 7,615 banks, admitted that they were receiving an average of 
10 per cent or more — ^some an average of 18 per cent — on all their loans. 
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Those receiving an average of 10 per cent and upwards included 2 banks in 
Illinois, 6 in Minnesota, 2 in Missouri, 23 in Georgia, 6 in Florida, 21 in Ala- 
bama, 2 in Louisana, 317 in Texas, 17 in Arkansas, 3 in Tennessee, 90 in North 
Dakota, 25 in South Dakota, 18 in Nebraska, 5 in Kansas, 38 in Montana, 14 in 
Wyoming, 37 in Colorado, 25 in New Mexico, 300 in Oklahoma, 12 in Washing- 
ton, 10 in Oregon, 13 in California, 2 in Utah, 1 in Nevada, and 33 banks in Idaho. 

The statistics tell us that in large sections of this country the farmer, the very 
foundation of our commerce, the inspiration of our enterprise, the greatest pro- 
ducer, and the greatest consumer, instead of being the most settled and firmly 
established member of the comnmnity has become almost the most migratory 
and unstable of our citizens. The census figures give us good ground for believ- 
ing that the farmer, in many sections of the country, has been driven from his 
home, and is being driven from his home from year to year, by the rapacity of 
the unscrupulous money lender who charges him for the use of money for one 
year as much as he ought to pay for its use for 10 or 15 years. He endures and 
pays as long as he can and then he sells his live stock and disposes of such 
other property as he may have — or lets the sheriff dispose of it — and moves on 
to start life anew. 

The money lender collects his principal as well as his extortionate interest, 
for I am informed that the farmers' paper nearly always is paid, however great 
a sacrifice the farmer may have to make to meet these obligtions. 

Let me illustrate the methods of some of these bankers by giving you the facts 
and figures as taken from the sworn statements submitted to the comptroller's 
office by the national banks in two particular States in the Southwest. 

In one of these States there were 131 banks which reported that they charged 
a maxinmm rate of interest ranging from 15 per cent to 24 per cent per annum, 
67 banks whose maximum rate ranged between 25 per cent and 60 per cent per 
annum, 22 banks which charged between 60 per cent per annum and 100 per cent 
per annum, IS banks whose maximum rate was from 100 per cent to 200 per cent 
ppr annum, and 8 banks which owned up to having charged maximum rates 
ranging between 200 per cent and 2,000 per cent. Most of these disgraceful 
and unprecedented rates were for comparatively small loans. 

Unfortunately the high rates were not charged only in isolated cases. The 
legal rate of interest in that particular State is 6 per cent, and the maximum 
authorized by special contract is 10 per cent, and yet we find in that State 125 
banks which admitted that the average rates which they charged on all their 
loans were from 12 per cent to 14 per cent per annum, and 46 banks owned up 
to average rates ranging from 15 per cent t6 18 per cent per annum. One bank 
admitted, earlier in the year, that it was receiving an average of 21 per cent 
on all loans. 

These figures are not results of the rule, applied by many banks, not to pass 
ji loan on their books on which they charge less than a dollar. That fre- 
quently works hardships, but a dollar for a ten-dollar loan for four months is 
l»ut 30 per cent per year, and that is a high rate. When we find loans made by 
national banks for $25, $50, $100, $200, $500, and $2,000 or more, at 40, 50, a 
hundred or a thousand per cent, it is merely a hideous gamble on how long the 
borrower can keep starvation from his door and live and work. Yet I am 
told on good authority that in one State, largely agricultural, reports from 
nearly 200 banks — ^lending chiefly or largely to farmers — show losses of only a 
fraction of 1 per cent on farmers* loans, while the average interest rate in these 
particular banks is 12 per cent to 15 per cent — and the maximum rate 30 per 
cent or 40 per cent, the banks paying large dividends. 

Some of the banks charging these extortionate rates of interest have at- 
lt*mpted to explain them under one pretext or another, butti very large propor 
tion of them offer no excuse whatsoever. One particular bank, whose list in- 
cluded 108 loans which had been discounted between May 1 and June 23, 1915. 
hi rates ranging from 20 to 50 per cent, explained that — 

** Practically all these small notes are chattel loans on which our loss is 
heavy, and when the loss and expense of collection are deducted, our net reve- 
nue will not average over 10 per cent or 12 per cent." 

As this bank claimed to have sustained " heavy losses," I looked up its record 
for the past five years and found that the total amount charged off on account 
of losses of every kind for this entire period had amounted to less than $6,000 ; 
and this same bank, during the 15 years of its life, had declared to Its stock- 
holders dividends amounting, in the aggregate, to more than 700 i)er cent on its 
original capital. 
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We read much of the infernos of the slums of the great cities, of degradation 
and misery and squalor, of the grinding callousness of tenement landlords and 
sweat-shop operators. Here in the country we find bankers, men in business 
that should be the most respectable, as it is the most responsible, of all secular 
avocations, literally crushing the faces of their neighbors, deliberately fasten- 
ing their fangs in the very heart of poverty. Yet we are told by a United States 
Senator that " the banlser " — ^the thousand per cent banker lending to a strait- 
ened and sorely pressed farmer — ** is the man to determine that " — the rate of 
interest. We are told that when the Govenunent tries to use its power to 
prevent these thefts and rapes on the prosperity of communities it is guilty of 
impertinent intrusion and unwise interference with business and private ju«lg- 
ment. 

I have in my hand — ^not to be shown but I have it here for reference — ^the re- 
port of a national bank in a certain State, from which I will give you some in- 
stances. Here is a loan of $109 to a woman for 30 days, charges for interest, 
$10 — 120 per cent. Others are $380 for 90 days, interest $30, or 34 per cent; 
$133 for 40 days, interest charged $10, or 75 per cent ; $145 for 80 days, interest 
$20, or 70 per cent ; $30 for one month, interest charges, 360 per cent. I thought 
we had reached the limit when we found a national bank reporting a loan at 
860 per cent, but on this paper is a record of a loan by a national bank, mind 
you, of $3.50 to a woman, for 6 days, with an interest charge of $1, which figures 
out about 6 per cent a day, or 2,400 per cent per annum. " The banker is the 
man to determine that," Senator Weeks tells us. 

These banks are authorized by the Government. To an extent, at least, they 
have behind them the sanction, the prestige, and the protection of the great 
American Nation — and lending $3.50 for 6 days to a washerwoman or a laborer's 
or a farmer's wife, at 2,400 per cent. As somebody said once of druggists' profits 
on powdered chalk, it gets out of the range of percentage into larceny from the 
person. 

A concern that would exact from a working woman two days' hard-earned 
wages for advancing to her from Monday until Saturday her scanty earnings 
for a week — $3.50, or 50 cents per day — is not entitled to be called a bank and 
does not deserve a charter. 

That you may, perhaps, have a more definite idea of the localities in which 
excessive and usurious rates of interest have been charged I will give you the 
Aumber of banks in certain different States in different sections of the country 
which, in their reports to the comptroller's office as of September 2, 1915, ad- 
mitted they had charged, since the preceding report to the comptroller's office, 
on some of their loans, a rate of 12 per cent or over. 

, The list shows that there were a total of 1,206 banks charging 12 per cent or 
more, of which 9 were in New York State, 6 in Pennsylvania, 2 in Maine, 3 in 
Massachusetts, 5 in Virginia, 7 in West Virginia, 6 each in Florida and Louisi- 
ana, 66 in Georgia, 52 in Alabama, 168 in Texas, 7 in Arkansas, 17 in Kentucky, 
28 in Tennessee, 4 in Ohio, 8 in Indiana, 40 in Illinois, 7 in Iowa, 19 in Mis- 
souri, 69 in North Dakota, 48 in South Dakota, 21 in Kansas, 46 in Montana, 20 
in Wyoming, 63 in Colorado, 33 in New Mexico, 287 in Oklahoma, 25 in Wash- 
ington, 40 in California, 45 in Idaho, 18 in Utah, and 8 in Nevada ; 3 each in 
Michigan, Oregon, North Carolina, and Arizona. In New Jersey, District of 
Columbia, Nebraska, Minnesota, and South Carolina, only 2 banks in each re- 
ported 12 per cent or higher, and only 1 in Maryland. 

The banks in Mississippi, New Hampshire, Vermont, Rhode Island, Connecti- 
cut, Delaware, and Wisconsin denied having charged as much as 12 per cent on 
any loan since June 23, 1915. 

In Maine, Massachusetts, Rhode Island, New York, Montana, Colorado, Cali- 
fornia, and Nevada high rates may under the law be charged in special con- 
tracts. The only other States in which, even by contract, a rate as high as 12 
per cent is i)ermitted are Pennsylvania, the Dakotas, Idaho, New Mexico, Wash- 
ington, Wyoming, and Utah, and wherever in these States rates in excess of 
12 per cent are charged they are usurious. 

The 771 banks in the 27 remaining States were charging 12 per cent and up- 
ward in definance of the usury laws of their respective States. 

Surely, the Massachusetts Senator to the contrary, the Government can have 
no duty more solemn or urgent than to do all possible to end such heartless 
oppression of its citizens and such shameless degradation of its institutions and 
its name. When we allow one class or element of our citizenship anywhere to 
be destroyed, to be deprived of hope and self-respect, and to be doomed to 
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despair and misery, we injure the entire country. We sow the seed of future 
general ruin, because when we leave people to feel that they have been despoiled, 
robbed, drained to death and can find in the law no rescue or remedy, they turn 
to lawlessness. The farmer floundering in the cruel tentacles of a 300 per cent 
Government bank learns quickly to be disloyal to the Government, and to hate 
bitterly all banks and bankers and representatives of wealth and money. He is 
hurt and ruined, and he bestows his wrath not on the individual, but on the 
entire system he supposes the individual to represent. He expresses his wrath 
and hate blindly with his ballot. Three hundred per cent will make anarchists 
silently faster than all the I. W. W. apostles who can bawl. Interest rates 
which mean failure and the steady absorption of the results of sweat and labor, 
foment revolution fasten than all the demagogues and reckless ranters who may 
go howling about the land. When national banks chartered by the Government 
disappoint and deprive toil of its just reward, and stimulate resentment, we 
have prepared and fertilized the soil for a fearful crop of disaster. We can not 
persuade ourselves or make others believe that it is right or safe for banks to 
charge 100 per cent a year, while the producing people about them are kept poor. 
I know of such banks. I do not intend to stand for them if I can help it. The 
country will not stand for them. 

A well thought out, carefully constructed, conservative system of rural credits 
for the development of agriculture and the increase of our wealth and resources 
by offering encouragement and opportunity to the ambitious farmer will come 
presently. When it comes all of us will share the splendid results. Mean- 
while, I hold it to be a proper function of the Government, and especially of its 
Treasury "Department, to do all that lawfully may be done to protect the bor- 
rower of all grades, everywhere, against shortsighted and mutually destructive 
rapacity, as well as the stockholder and depositor in national banks against 
reckless and suicidal methods. 

I am happy to inform you that as a result of the operations of the Federal 
Reserve System, and of the earnest efforts of the comptroller's office, conditions 
as to interest rates throughout the country. have already improved wonderfully 
and are still growing better, and I earnestly ask the cooperation of all banks 
which have a just perception of their responsibilities and a proper sense of 
their obligations under the law, in our efforts to bring about a reformation in 
banking practices which is vitally needed, and to eliminate an evil which has 
been the occasion of loss and distress to thousands and tens of thousands of our 
citizens. 

While the extortionate and amazing rates which have been charged by a few 
banks in most sections of the country and by most banks in a few sections, are 
subjects for profound regret and must be rectified, I am gratified to be able to 
tell ^ou that the records show that a large majority of the national banks of 
the United States are now conducting their business on a high and honorable 
plane, are charging fair and reasonable rates on loans, and evince, by their 
methods and operations, their earnest desire and determination to build up and 
promote not only the interests of their stockholders, but also the welfare of the 
cities and communities in which their business is done. 

Concerning the assertion of Senator Weeks that the comptroller has not the 
right to ask the questions he has asked and to give certain instructions, it is but 
necessary to refer him to certain provisions of the national bank act, with which 
he should be familiar, but of which I presume he is unaware. 

Section 5211, U. S. R. S., gives the comptroller the " power to call for special 
reports from any particular association whenever in his judgment the same are 
necessary in order to a full and complete knowledge of its condition," and in 
section 5240, as revised by the Federal reserve act, the comptroller's office is 
clothed with ample power to " make a thorough examination of all the affairs 
of the bank," He is also given express power to *' examine any of the officers 
and agents thereof under oath." 

It is hard to see how the Senator could claim the comptroller's office was 
tramscending its powers in requiring banks to give information as to loans 
upon which they were charging excessive interest rates. 

It is proper in this connection also to call your attention to the provisions of 
sections 5197 and 5198 of the Revised Statutes, limiting the interest rates which 
any national bank may lawfully charge, and providing for penalties against 
usurers. It is not only the right, as shown from the citation from the law above 
referred to, but it is also the sworn duty, of the comptroller to keep his office 
informed as to the conditions, operations, and methods of all national banks, 
and to check, as far as possible, the violations of the law by the banks and all 
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unlawful nnd dangerous practices. Regard for the general business and welfare 
of the country requires the comptroller to use that lawful iiower which he but* 
to prevent extortion or to restrain those who would take advantage of teni- 
ix)rary necessities to ruin or to cripple. 

If this Senator had known what he was talking about, if he had any informa- 
tion at all of the varying conditions In this country and of the different systems 
and standards of banking, I can hardly conceive that he would have had the 
heartlessness, the disregard for present wretchedness in some places, and its 
inevitable dire results, to stand before the American people and say, "The 
banker himself is the man to determine that." 

I have given to the somewhat remarkable criticisms and almost barbaric 
theories of banking with which Senator Weeks favored the world more of your 
time and mine than they merit, much more than I would have given but for the 
fact that they served usefully as a text on which to speak of a subject which 
seems to me of vital importance. Let us look now hastily, and hitting the 
ground in high spots only, at some other aspects of present conditions of special 
interest to us assembled here. 

Fortunately we do not need now to urge our people to rigid economy. Yet it 
should be the policy of the Government and of bankers and business men every- 
where to use their influence against extravagance or counting too much on the 
prosperity or the peace of the future. As I understand the policy and purposes 
of our present laws, it is intended that the financial department of the Govern- 
ment and the financial department of our business and the general life of the 
people shall be in close communion and fellowship, and work together for the 
general interest of our country and people. I know that the present administra- 
tion has no thought of oppression of capital or of restriction on any use of it 
for the Joint and fair advantage of its owners and the general public The 
Government will encourage cordially all reasonable and righteous use and 
application of capital, whether it be of the banks or the investor seeking fair 
return for his savings or surplus income. Therefore, our combined influences 
should be used to direct capital to such employment as will increase the common 
store, to do all we can to enable and encourage the people to earn and to save, 
so that the annual surplus income of the country may be further increased and 
become available for the development of other lands and aid in promoting the 
welfare of the millions beyond the seas, as well as our own. 

A common theme with campaign orators and with a certain class of men con- 
spicuous in business is the alleged antagonism between Government officials or 
the Government and the business interests of our country. A few weeks ago, 
in a public address, the governor of one of the Federal reserve banks si)oke of 
this alleged antagonism as a matter which was taken for granted, and ex- 
pressed the hope that the Federal Reserve System might prove a medium for 
the elimination and removal of the antagonism. I want to make it plain, even 
by reiteration, that there is not under this administration, and has never been, 
so far as my experience and observation go, any antagonism on the part of the 
Government toward the business interests of the country. It is the aim of this 
Government and should be the aim of every government to conserve, build up, 
and promote all legitimate business, whether it is the business of agriculture, or 
of manufacturing, or of finance, or commerce, or any other department of 
human endeavor. No government or administration can or should endure which 
does not aim to secure the prosperity and happiness of all the people, without 
distinction or discrimination against any class. No administration is fit to 
remain or to be tolerated which can look on with indifferent gaze and fail to 
check and crush out such abuses and violations of the law and of human rights 
as this country has frequently in this generation had to meet and overcome. 
But these evils have been bravely met and largely corrected. The transgressors 
of the law have been taught a wholesome lesson, and the vast army of business 
men throughout the length and breadth of the country, who are to-day and 
always have been fair and honest in their dealings, are now breathing more 
freely and feeling far more secure, assured, as they now are, against the power 
of unfair monopoly and the overweening force of capital unrestrained and 
uncurbed. 

The first great step toward the establishment of business on a solid footing 
and the eradication of favoritism and unfair discrimination by which the small 
business man was crushed, while the monopolist was pampered and grew richer 
and more overbearing, was the inauguration of the Interstate Commerce Gora- 
mission, which came into being under the administration of President Cleveland 
In 1887. We well remember the determined and unrelenting efforts which were 
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made to prevent the passage of that law, and the dismal predictions that were 
made as to what would become of the country if that act should pas& The 
Republican leader in the House of Representatives at that time, Congressman 
Grosvenor, of Ohio, prophesied that if the interstate-commerce law went into 
effect it would surely " unsettle rates, disorganize the industries of the country, 
and force reconstruction in the system of production.*' "In the meantime," 
said he, "labor will suffer, the farmers' products will lack a remunerative 
market, and uncertainty will discourage industry." A certain distinguished 
Senator, one of many other false prophets, predicted that the result would be 
" an immediate rate war by all the railroads of the United States." 

How many of these direful prophecies have ever come to pass? None. 

What does the record show? Instead of having a special rate for each 
shipper — a certain large railroad corporation, before the passage of the inter- 
state-commerce act, was charged with having 30,000 special preferential rates — 
the rate fabric now is more uniform and more stable than it ever could have 
been without that law. Farm property in the 1910 census was valued at more 
than two and a half times its value In 1890 — an Increase unparalleled in the 
records of any nation. The farmer Is better off than ever before In the 
country's history. New Industries have sprung up everywhere, and the old ' 
ones have grown and prospered beyond all precedent. The former methods, by 
which the railroads not only gave special rates to a favored monopoly, but under 
NN liich the monopoly actually was allowed a bonus on every ton of freight hauled 
for Its competitors, have been driven out. The railroads themselves have been 
Insured against the cut-throat competition and rate wars which were among 
I lie unhappy tragedies of the past. There are few, If any, railroad authorities 
in the country to-day who do not pay high tribute to the splendid work and 
accomplishments of the Interstate Commerce Commission, composed of men of 
high ability, large experience, conspicuous for a self-sacrificing devotion to duty, 
and appropriately presided over by that distinguished citizen of your State and 
city — the Hon. Charles C. McChord, performing with wonderful patience and 
courage duties as perplexing as ever taxed ability. 

Like the Interstate-commerce act, the Federal reserve act was vigorously 
assailed while In the making by selfish Interests, because they foresaw, or 
thought they foresaw, In this new law a measure which would Interfere with 
the exercise of special privilege and which was designed to Insure to the people 
equal opportunity and a fairer distribution of earnings. This new bankng 
system now Is In full operation, and you all see for yourselves what It has done 
and what It has prevented. In the midst, as we are at this moment, of the most 
gigantic llfe-and-death struggle In which the nations of the world ever have 
been engaged, our banks and business houses are abundantly supplied with all 
the money they require, are conducting business with greater confidence and a 
feeling or more complete immunity from money scare or panic than they have 
had in 50 years, and are arranging to lend to the nations of Europe a sum of 
money more than twice as great as any loan which any one country ever has at 
one time loaned to another In the history of our race. 

The time will come — ^perhaps before very long — when we will need all the 
resources we can command, when even our unequaled and unprecedented 
strength will be taxed. Irrespective of party, all of us can unite In the confi- 
dence that the quiet firmness, the perfect justness, the immovable common sense, 
and the wide clarity of vision that have marked the conduct of the President 
in times of great strain and danger may be trusted to keep us at peace without 
surrender of any rights. I think, too, it can be said that the splendid ability 
and constructive zeal of the Secretary of the Treasury, which meets each 
emergency as It arises with such resourcefulness, wisdom, and energy, and the 
working of the new Federal Reserve System, will assure us of stability at home 
and of such fortification of our business Interests and resources as will make 
us ready to meet the tremendous demands. 

At the close of this great war It will be our task to finance the world. We 
may be the one affluent power. The strain on us will be enormous. We may 
have to bear, too, the burden of providing for our own defense. We have learned 
from observation and from comparison forced upon us how inadequately pre- 
pared we are. We are asleep among hungry and arnied nations, in a home 
crowded with gold and food, with our doors wide open and not even a gun on 
the premises. We have been taught that numbers and courage now are useless 
without the machinery, equipment, and munitions of modern warfare ; that the 
highest valor and most ardent patriotism mean only an Invitation for the 
slaughter of the bravest and best. We will have to take care of ourselves and 
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of countries, Crovernments, and peoples abroad. Therefore, gentlemen, while 
by the mercy of the Almighty, by the bounty of nature, our own foresight and 
powers of adaptability, and the wisdom of great leaders, we have come through 
a vast crisis to position and condition wonderfully good and for which we should 
be humbly grateful as a people and individually; on us, as representing the 
financial and banking power of the country, devolves now the solemn and urgent 
duty of looking ahead and thinking widely. 

We must not think only of the duties and responsibilities that will be put 
upon us by the events and results beyond the ocean. We must think and plam 
and act for the advancement and development of our own people in our owa 
country ; to stimulate their ambition, to encourage and purify their aspiration, 
enlarging their efforts. The one sure foundation, not only of our financial and 
business structure, but for the government and civilization itself, for safety in 
war and growth in peace, Is In the prosperity and contentment of the Individ uaL 

Cheap money will not bring that result. Money In' quantities sufiiclent te 
meet the various needs of active and honest business and ready to meet these 
needs at fair rates will be a tremendous power for the advancement of the 
farmer, the Increase of the demand for labor, and the consequent Increase In 
the pay of labor. With our abundant and redundant available financial resources 
we would face the danger of a period of unwise expansion, extravagance, and 
reckless speculation. Against this our united wisdom and conservatism must 
most jealously guard. 

In this time of present security and peace at home and of Impending demand 
upon us to rescue from ruin and confusion and prostration our neighbors of 
many lands and languages, we have a task Inviting and momentous, dazzling In 
tlie brllllaricy of Its prospects for the future betterment of the human race, 
such as never has been put to the hands of the responsible people of any country — 
a task to which Government and business men and all thinking men may well 
consecrate their Ingenuity, their wisdom, and their strength. 

The subcommittee then proceeded to hear the statement of Mr. 
C. W. Thompson, which is printed in a separate pamphlet as part 3 
of these hearings. 

(Thereupon, at 1.05 o'clock p. m., the subcommittee adjourned to 
meet to-morrow, Tuesday, Nov. 16, 1915, at 10 o'clock a. m.) 
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TUESDAY, NOVEMBEB 16, 1915. 



Congress of the United States, 
Subcommittee on Rural Credits, 

Washington^ D. G. 

The subcommittee met in the hearing room of the Committee on 
Banking and Currency of the United States Senate at 10 o'clock a. m. 

Present: Ralph W. Moss (chairman), Senator Hoke Smith of 
Georgia, and James H. Brady ; Representative Willis C. Hawley. 

Present also: Senator Henry F. Hollis; Representatives A. F. 
Lever and M. F. Phelan. 

Chairman Moss. Mr. Williams, are you ready ? 

Comptroller Williams. I am. 

Chairman Moss. You may continue the statement that you were 
making yesterday at the time you closed. 

STATEMENT OF HON. JOHN SEELTON WnXIAMS, COMFTBOLLEB 

OF THE CUBBENCY— Besnmed. 

Comptroller William. It might possibly be of interest to the 
committee to know what steps the comptroller's office has been taking, 
with a view to remedying the conditions which have been found to 
exist in the matter of usury. I think I stated yesterday that, begin- 
ning with the report for December 31, or thereabouts, we had called 
upon all the national banks of the country to state the highest rate 
01 interest which they charged since the previous call. We continued 
that plan in subsequent calls, and toward summer I decided that it 
was about time to send to some of the banks that were charging par- 
ticularly high rates of interest, and request them to give us a state- 
ment of the various loans which they had made at rates exceeding 
a certain figure. We thereupon asked them to send us a list of 
the loans made since the previous call which had exceeded 15 per 
cent. We requested these lists after two calls, and in response to 
those requests we received detailed statements from a great many 
banks, and specimen statements I left with you yesterday. 

Representative Hawley. Mr. Comptroller, what percentage of the 
total loans do these loans in excess of 15 per cent make? 

Comptroller Williams. In excess of 15 per cent? 

Representative Hawley. Yes ; that is it. 

Comptroller Williams. We have not ascertained that yet, but we 
havfr ascertained in a great many cases the average rates which these 
banks have charged, and we have found that the average rate charged 
has been as high as 40 per cent, according to the admissions of the 
banks themselves. Two banks admitted under oath that they had 
charged on all of their loans, in the case of one bank an average of 
36 per cent, in the case of the other bank 40 per cent. 
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Bepresentative HAWiiEY. The average rate for all their loans? 

Comptroller Williams. For all their loans. I remember one case 
where the average was stated as 40 per cent, but there were a great 
■lany which averaged between 10 and 20. 

Representative Phelan. One particular bank? 

Comptroller Williams. One bank averaged 40 per cent — one par- 
ticular bank — but there were a great many banks where the average 
was between 10 and 20 per cent. I think I have already called your 
attention to the fact that there were over a thousand banks which 
admitted that they were charging an average of 10 per cent or more. 

Representative Hawley. You were speaKing generally. In what 
section of the country were they located ? 

Comptroller Williams. In my address to the Kentucky bankers I 
gave the number in each State. 

Representative Hawley. And that is to be printed in the record ? 

Chairman Moss. It will be; yes. 

Comptroller Williams. My observation has been that the state- 
ments made by the banks as to their maximum rates of interest and 
average rate of interest erred, if at all, upon the side of conservation 
©n their part. As a matter of fact, we found that when we called on 
them to furnish a list of actual loans the rates then disclosed far 
exceeded the rates which they had stated in their statement of 
condition as bein^ the maximum, and in a number of cases they 
apologized for their oversight. 

Representative Hawley. I read one apology yesterday. 

Comptroller Williams. Yes. I have beiore me a list of banks 
charging more than 15 per cent, in Texas; the list shows the assets 
•f the banks and the average rates which these' same banks charged. 
It simply predicates that the high rates do not exist only in isolated 
cases, but are general. 

Chairman Moss. We would like to have that if it is proper to have 
it printed in the record. 

Comptroller Williams. W^^®^ ^® developed this state of things, I 
Jecided that the first corrective step should be to admonish the banks 
as to their violation of the usury laws. If you will permit, I will 
read this circular letter, which I sent out under date of October 27 
{reading]. 

(The circular letter here submitted by Comptroller Williams is as 
follows:) 

Treasury Department, 
Comptroller of the Currency, 

Washington, October 27, 1915, 
To all national hanks: 

Sirs : The attention of your officers and directors is called to the oath which 
was signed by each director upon liis qualification, in whicli he solemnly swore 
as follows : 

" * * * I will, so far as the duty devolves on me, diligently and honestly 
administer the affairs of said association; that I will not knowingly violate, 
or willingly permit to be violated, any of the provisions of the statutes of the 
United States under which this association has been organized. * ♦ ♦ »» 

Your attention is called to section 5197 of the Revised Statutes of the United 
States, being part of tlie national-bank act, which provides that a national 
bank — 

'*may take, receive, reserve, and charge on any loan or discount made, or upon 
any note, bill of exchange, or other evidences of debt, interest at the rate al- 
lowed by the laws of the State, Territory, or District where the bank is located 
and no more, except that where by the laws of any State a different rate is 
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limited for banks of issue organized under State laws, tiie rate so limited shall 
be allowed for associations organized or existing in any such State under this 
title. 

" When no rate is fixed by the laws of the State or Territory or District the 
bank may take, receive, reserve, or charge a rate not exceeding 7 per cent, 
and such interest may be taken in* advance, reckoning the days for which the 
note, bill, or other evidence of debt has to run. * • • »» 

This office regrets to report that the sworn statements of conditions of a 
great many national banks show that section 5197, U. S. R. S., against usury, 
has been grossly violated by these banks. 

You are respectfully advised and admonished that this provision of the 
national-bank act should be faithfully observed by all national banks, their 
ofllcers and directors, in accordance with the solemn oaths taken by the directors. 

You are requested to read this letter at the. next meeting of your board of 
directors, and to have it inscribed upon the minutes, and to send a copy of this 
letter to every member of your board who may not be present at such meeting, 
with the request that he promptly acknowledge its receipt to you. 

Within 30 days after your next board meeting, and not later than December 
20, 1915, you are requested to send to this office letters from all members of 
your board who may not have been present at the meeting at which this letter 
is read, acknowledging the receipt by each absent director of a copy hereof, 
together with a certified extract from your minutes, showing that this letter 
has been read to your board and giving the names of the directors present at 
the meeting at which It is read. 

Respectfully, Jno. Skelton Williams, 

Comptroller of the Currency, 

Comptroller Williams. The effect of that letter was simply to put 
every national-bank director in the United States on notice that if 
he permits his bank to charge usury he is violating his oath of office 
and the laws which he has sworn to observe, and I can not help 
feeling that this circular letter is going to have a powerful influence 
in reducing the extortion which has been so long practiced by so 
many banks. 

I received a few days ago a letter from the governor of Oklahoma 
referring to this subject, which appears to have become a very live 
issue in that State, and saying that he proposes to recommend to 
the next legislature the passage of a law which will make it a prison 
offense for any bank to charge in excess of 16 per cent on loans. 

I think there are several other States where the penalty for usury 
is imprisonment. 

Representative Lever. What is the national penalty for the viola- 
tion of this national usury law, Mr. Comptroller? 

Comptroller Williams. The forfeiture of double the amount of 
interest charged. 

The trouble is that the suit must be brought by the poor man who 
has been robbed, who has been charged these extortionate rates, and 
he fears to bring suit because the next time he may need money, 
perhaps to save his family from starvation, he will find that the bank 
will not let him have it on any terms. 

Representative Lever. He will find that he is on a blacklist. 

Comptroller Williams. Yes; he will find that he is blacklisted. 

Representative Lever. Have you any suggestions as to strengthen- 
ing this proposition ? 

Comptroller Williams. I very much hope that Congress may see 
proper to enact a law authorizing or directing the Department of 
Justice to bring actions against usurers upon information furnished 
through the office of the Comptroller of the Currency or through 
any other channel. 
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If such a law should be passed, we can, through the bank exam- 
iners and through the reports which the comptroller's office can 
secure from national banks, supply all the evidence that is necessary 
to the Department of Justice. Then* we can stop usury in national 
banks all over the country; but it is very important, if the national 
banks proceed in this way, that the State bank authorities should 
cooperate. The letter from Gov. Williams, of Oklahoma, indicates 
a disposition to do what he can to cooperate along these lines. 

I also sent letters to the superintendents of State banks of each 
State, asking them to what extent we might expect their cooperation. 
On October 19, 1915, 1 wrote as follows to each State bank commis- 
sion or superintendent : 

(The letter here submitted by Comptroller Williams is as follows:) 

Treasury Department, 
Comptroller of the Currency, 

WashingtoUy October 19, 1915. 

confidential. 

Dear Sir: Recent investigations by this office sliow that national banks in 
various sections of the country are and have been charging on some of their 
loans — and some banks on practically all of their loans — rates of interest which 
are not only forbidden, even by special contract, under the laws of the respec- 
tive States, but which are extortionate and oppressive to a great degree. 

This office considers that there can be no justification for such disregard of 
the laws against usury and proposes to xn&ke an earnest effort to require na- 
tional banks to limit the rates of interest charged by them to the rates 
authorized by law. 

Section 5197 of the Revised Statutes of the United States provides that no 
national bank shall be permitted to make an interest charge in excess of the 
rate authorized by the laws of the State in which the bank is located, and that 
where there is no State limitation the interest rate shall not exceed 7 per cent 
per annum. 

If the national banks are to be required to conform strictly to State laws in 
the matter of interest charges, it is manifestly right that the State banks, with 
which the national, banks compete, should also be required to limit their interest 
charges to the rates authorized by their respective States. 

This office has under consideration the desirability of requiring all national 
hanks in their periodical published statements of condition to state the number 
and the aggregate amount of loans made by them since their last previous state- 
ment upon which they have charged or are charging a usurious rate of Interest 
or discount; that is to say, rates beyond those which they are permitted to 
charge by the laws of the respective States, and to show also the highest rate 
in excess of lawful rates which they may have charged on any loan in the same 
period. 

May I inquire whether it will be agreeable to you to cooperate with this 
office in this matter and to require the State banks under your jurisdiction in 
their published statements to give similar information? 

That you may better appreciate the extent to which usury is still being prac- 
ticed by banks in many parts of the country, I am taking the liberty of sending 
you with this a copy of an address delivered October 6, 1915, by the Comptroller 
of the Currency before the Kentucky Bankers' Association, in which are set 
forth some of the results developed in the investigation recently conducted by 
this office into the matter of excessive rates of interest charged by national 
banks, and which gives some striking facts in this connection. 
Faithfully, yours, 

Jno. Skelton Williams, 

Comptroller of the Currency. 

Comptroller Williams. I have received very satisfactory responses 
to this letter from a good many of the superintendents of State banks, 
but some of them have claimed that there were no indications of usury 
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among the banks in their districts, and no occasion for any action on 
their part. 

Senator Hawley. Mr. Comptroller, under the law as it is, the na- 
tional law, regarding usury, it would hardly be worth while for the 
department to pursue the usurer. Ought not the national law to 
provide some penalty ? 

Comptroller , Williams. T think so, decidedly. If several States 
find it desirable, it certainly might be worth while for the Govern- 
ment to consider the question of a prison penalty for usury beyond 
certain rates. 

Representative Phelan. In that connection, Mr. Comptroller, have 
you taken into consideration this: My recollection of the Aldrich- 
vj:eeland Act was that the final rate of interest which could be 
charged by the bank putting out reserved notes would amount to 10 
per cent. That figure is above the legal rate of interest in some States, 
and above the 7 per cent provided in the national law. 

Comptroller Williams. In some States there is a special rate, a 
maximum of 12 per cent, permitted by special contract. In other 
States there is no maximum. In Massachusetts I think there is no 
inaximum rate. I think there are prabably three or four States in 
which there is no limit on the amount which may be charged by 
special contract. 

Senator Hollis. It is so in Maine. 

Comptroller WnJiiAMs. In New York, I think, on a collateral loan 
of $5,000 or over they may charge beyond the legal rate. In some 
States they are limited absolutely to 6 per cent. 

Representative Phelan. What I had in mind was this: We will 
say the Federal National Bank of Dallas is charging 6| per cent 
for rediscounting. Just after the war in Europe they did that; that 
istrue, isit not? 

Comptroller Williams. The rate authorized in Texas by special 
agreement is 10 per cent. 

Representative Phelan. What I had in mind was, it is possible 
from those instances I have given that in a crisis it may be necessary 
for the Federal reserve banks to charge more than 6 per cent? 

Comptroller Williams. Yes. 

Representative Phelan. And for that reason we ought not, if we 
are going to put a penalty on it, to get the rate of interest too low ? 

Comptroller Williams. Certainly. Most of the States have a legal 
rate of 6 per cent and a maximum by special contract of 10 or 12 
per cent. 

Representative Phelan. What I wanted to know was, whether or 
not, in consideration of those things, it could be done, because if we 
passed any such law we could not make it 6 or 7 per cent and put 
that penalty on; otherwise, we would interfere with business in a 
crisis. 

Senator Smi^h. Was it not the general consensus, after investiga- 
tion, that the Aldrich-Vreeland maximum was excessive and almost 
prohibitory, and was it not also true that you put your 6J per cent 
on when you first organized the reserve banks in Texas, because you 
were really just feelmg it out, and those are conditions that we are 
not providing for in the future? We cut the Aldrich-Vreeland 
rate down to 6 per cent as a maximum, and you verv promptly, when 
you got your banks started, brought that rate down? 
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Comptroller Williams. I do not know that any loan was made in 
Texas as high as 6^ per cent. They had the opportunity of getting 
money for shorter periods at 6 per cent from the very outset. 

Senator Smith. It might be necessary for some stringent statute 
to be passed to prevent usury by the national banks ; to give the Re- 
serve Board the privilege, in an emergency, to waive this provision 
and to permit the national banks to increase their rate. 

Comptroller Williams. Just as the Eeserve Board has the right 
to waive the reserve requirements in a crisis. 

Eepresentative Phelan. I want to call your attention to the fact 
that if you make it too stringent it will interfere with the operation 
under this act in a crisis. 

Comptroller Williams. I think it is a very wise provision. 

Senator Hollis. The Aldrich-Vreeland interest charge is really 
more in the nature of a tax than interest. It is imposed so that they 
will retire that emergency in currency. 

Representative Phelan. If you charge 10 per cent for notes the 
banks must charge 10 per cent for loans. 

Comptroller Williams. Of course, the old Aldrich-Vreeland Act 
was never used until it was amended by the Federal reserve act. 

Chairman Moss. Is it your opinion, Mr. Comptroller, that the 
present rates fixed by the States should be respected as maximum 
limits of interest rates, or that the National Government should un- 
dertake to fix limits of its own, in view of the fact that the Federal 
Reserve Board fixes practically a rate of interest for member banks? 

Comptroller Williams. I should think, having due regard for 
State sovereignty, that if you fixed the rates at those established by 
the States that such a course would meet the situation. That puts 
all the State banks and the Government banks on the same basis, so 
far as the rates which they may legally charge are concerned. 

Chairman Moss. It does not put the two classes of banks, however, 
upon the same basis in this regard, in that a State bank, of course, 
is not given the benefit of tlie Federal reserve rate. The question I 
was holding in mind is this: In all of the legislation suggested for 
mortgage credit there is always a relation between the rate which 
the bank gets and the rate which the bank gives, and I wanted to 
know whether or not it would be practicable to apply any such limits 
to member banks, so that there would be a definite relation between 
the Federal reserve rate and the usual market rate for money ? 

Comptroller Williams. Well, in other words, that member banks 
should never charge customers a rate more than a certain percentage 
above the maximum fixed by the Federal reserve bank? 

Chairman Moss. If the National Government fixed a rate that 
would be the effect of it, of course. In other words, what is your 
thought about how to carry the benefit of the Federal reserve rate 
down to the actual borrower in these communities where now there 
appears to be no relation observed? Mr. Thompson, of the Depart- 
ment of Agriculture, who was before the committee yesterday, 
showed that in the same State, if it be divided up into, say, six dis- 
tricts, that the average rate charged the farmers for loans varied 
very widely in the same States where the Federal reserve rate was 
absolutely the same. What is your suggestion to the committee as 
to how to make effective to the borrowers a rate that is granted by 
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the Federal Reserve Board on rediscounts, where the borrowers sub- 
mit the kind of paper that the Federal bank will rediscount? 

Comptroller Williams. Eligible paper? 

Senator Smith. His figures also indicated that the more remote the 
borrower was from the commercial center the higher the rate. 

Comptroller Williams. They did? 

Senator Smith. Yes. 

Comptroller Williams. Does not that indicate 

Senator Smith. I thought that piece of information would help 
you also. 

Comptroller Williams. That it is desirable to have 12 Federal 
reserve banks in 12 Federal reserve cities rather than 1? I think 
that is a good thought. There should be a limit as to the profit 
which a bank could demand the right to make. If you will permit 
me, I will read you an extract from a letter which I received this 
morning from one of the leading men of New York, in which he 
makes observations in regard to the rates of interest charged to manu- 
facturers and the benefits which manufacturers are deriving from the 
operation of the Federal reserve act, which I think could be made 
also to apply to farmers. 

New Yobk, November 14, 1915. 

My Deab Mb. Comptbolleb : ♦ ♦ * I am glad that you met squarely the 
issues raised by Senator Weeks. It is positively amazing to see how persistently 
men of such intelligence in many directions ignore the fact that the great bulk 
of the money controlled by the banks belong to the people who are their de- 
positors and that only a small portion is represented by the capital and surplus 
profits. Our business men are all too slow in realizing that bankers are under 
really solemn obligations by reason of the charter privileges allowed them to 
constantly bear in mind the question of facilitating commerce in exchange, 
which depends so largely upon the opportunity and the freedom of the citizen 
to produce and exchange wealth with the least strain from the worry and 
anxiety which an abnormal indebtedness or rate of interest invariably forces. 
It is manifest that you have done a great service to the country in i)ersistently 
giving thought to the welfare of the great producing and consuming mass of the 
population and to the distributing merchants who are necessarily borrowers 
of the capital necessary to facilitate the most economic exchange of the products 
through the various producing factors of the population. I think you have 
done a great service in holding up to the light the actual facts respecting unjust 
interest rates. It is to me strange that our manufacturers have not given more 
consideration to the very serious handicap which high interest rates have put 
upon our foreign commerce. This is not the least of the many benefits which 
the Federal reserve laws have brought, that it will be realized before very long 
that the banking situation of this country will hereafter allow manufacturers 
to sec^ure the necessary funds which they can properly borrow at rates of in- 
terest that will fairly compare with the rates of their foreign competitors. 

I am, with regards, 

Yours, very truly, . 

Hon. J. Skelton Williams, 

Comptroller of the Currency, 

Washington, D. C, 

Senator Smith. Mr. Comptroller, if the high rate is out in a sec- 
tion remote from the large banks, does it not indicate that the trouble 
grows out of the inability to put within the reach of that local com- 
munity banking resources sufficient to take care of it; and how do 
you view commissions of the national banks to establish small 
branches in these smaller places ; and do you think if it were per- 
mitted that there would be reasonable prospect of many of them 
doing it! 
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Comptroller Williams. That is an interesting thought and worthy 
of most serious consideration. We find up in Canada that western 
Canada has been largely built up as a result of tiie banking facilities 
which have been placed at the disposal of the farmer through the 
establishment of branches of the large banks of eastern Canada. We 
also find that those branches of the large Canadian banks in the rural 
communities and in the thinly settled portions of distant districts 
are charging rates of interest very much below the rates which are 
being charged by the small banks in the United States immediately 
across the border. That may be due to two causes : First, there may 
be some plan up there in Canada for regulating the high rates of in- 
terest and preventing them; next, the omission on this side of the 
border to regulate or control Usury charges. 

Representative Hawlet. Are those rates on the same classes of 
risks? 

Comptroller Williams. Yes, sir ; I understand they are. 

Chairman Moss. Is it not true that there is a provision in the 
Canadian banking law limiting to 6 per cent the interest charges? 

Comptroller Williams. I am not informed as to what the provi- 
sions against usury are in Canada, but I do know this, that charging 
normal and reasonable rates those banks are able to thrive and 
prosper. 

Chairman Moss. It is stated in the National Monetary Commis- 
sion's report on Canada that interest charges in Canada are limited 
to 6 per cent. 

Comptroller Williams. That is pretty good evidence that we could 
do it also on this side of the line. 

Representative Phelan. Mr. Comptroller, I would like to call your 
attention to this fact, that in the trust bill, or in the Clayton la'w, 
so called, recently passed, there is a provision against having the 
same directors in large banks and small banks, based upon a certain 
amount of capitalization. 

Comptroller Williams. That would not apply to branch banks. 

Representative Phelan. The purpose of it being, I suppose, to 
take away from certain individuals the control of the banking situa- 
tion. It struck me if it was going to permit branch banking, was 
going to take a line directly contrary to what was incorporated in 
the spirit of the Clayton bill-^in other words 

Senator Smith. The bill as finally passed? 

Representative Phelan. Oh, yes. If you are going to allow 
branch banking, it seems to me you are going to give the power to 
the big banks to control the banlring situation of the country. There 
is that danger ; there is that objection. 

Comptroller Williams. Of course, the effect of a well-devised sys- 
tem of branch banking may stimulate competition, whereas the old 
plan of interlocking directorates may throttle it. 

Chairman Moss. Just one further question, Mr. Comptroller. T 
was going to ask it later, but I will ask it now. If branch banking 
were to be considered — ^that is, if one of the banks with larger capital 
were permitted to establish a branch, it would be established, of 
course, without any additional capitalization — ought not at the same 
time independent banks be permitted to be chartered with a smaller 
capital than $25,000? The thought is that a branch bank would not 
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be needed in any community where the deposits and other business 
would support a bank with $25,000 capital. If branch banking is to 
be permitted to occupy the territory where there is a poor line of de- 
posits, would it not also, in your opinion, be good judgment to per- 
mit a bank, say, of $10,000 capital to be organized, with a member- 
ship in the Federal Reserve Board ? 

Comptroller Williams. I do not think that any national bank 
should be started with a capital of less than $25,000. In a place 
where there may be two or three little banks with a capital of $10,000 
or $15,000 each the overhead charges would be a serious matter, and 
they would attempt to justify usurious rates by claiming that they 
must naake enough to pay salaries and other expenses, in addition to 
their dividends. I think in some cases of that sort it would be very 
much better for the communities if the clerks or officers of those 
banks were out plowing or raising cattle or doing something to con- 
tribute to the productive capacity of the community instead of sit- 
ting back and collecting usurious rates from the farmers who are 
doing the work. 

Chairman Moss. In line with that thought, I understand your ex- 
pression to be that you believe the States ought to set the maximum 
rates of interest to be charged. As a matter of fact, I believe thai 
there are several thousand of those small banks chartered by the 
States. Now, then, if as a matter of fact the community is going 
to try to support thousands of such banks under State charter, and 
if it is the proposal to permit such States to set the conditions under 
which these banks can loan at a profit, what, under that view, would 
be left of the contention that a $10,000 bank with a national charter, 
with its overhead charges, would lead to usury ? 

Comptroller Williams. I hope that some fair, comprehensive sys- 
tem or plan may be worked out in the near future which will make 
it to the manifest and irresistible interest of the State banks to come 
into the Federal reserve system and adjust their capitalization to the 
requirements of that law. I do not think that is a forlorn hope by 
any means. 

Senator Hollis. Could you tell us how many State institutions 
have come into the Federal reserve? 

Comptroller Williams. I really do not remember. I think that 
there are probably less than 100 ; I am not certain as to the number. 

Senator Hollis. Will you not state, Mr. Comptroller, whether the 
later reports show a tendency to drop their rates? 

Comptroller Williams. I called this morning for a statement of 
condition of all national banks as of November 10. This Is the first 
call which has been made since great pulDlicity has been given to the 
subject of usury throughout the country. 

I find that out in portions of the Northwest they observe the usury 
law to the extent that they do not loan or do not admit that they have 
loaned money in excess of the rate permitted by special contract, 
namely, 12 per cent. They generally claim that they have observed 
that maximum of 12 per cent. 

This would indicate that the banks can at least live within the law 
and prosper ; but I think that 12 per cent is too high. A good many 
of the banks out there are charging an average of 12 per cent; in 
other words, 1 presume, just the uniform rate of 1 per cent a month. 
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I had the honor yesterday, Mr. Chairman, of being asked if I had 
any suggestions to make to the committee as to any plan or method 
bjr which it might be more practicable than it is now to place funds 
-within reach 01 the small farmer. I have given a little thought to 
the subject since then, and have concluded that it might be worth 
while to submit to you, simply for what it may be worth, this sug- 
gestion: Why not utilize the savings of the people deposited under 
the Postal Savings System for the purpose of helping the farmers 
and placing that money, which is deposited with the Government at 
2 per cent, at the disposal of the farmer on some plan which may 
seem to be safe? 

I have talked with no one on this subject, but it has occurred to me 
that it might be possible to work out an arrangement by which 
these small national banks in the rural communities — ^the banks of 
$25,000 or $50,000— might be given the opportunity of dispensing 
and lending these postal Savings sums, which, I believe, at the present 
tune amount to about $70,000,000. 

Might it not be possible to provide that these postal savings fimds 
should be made available to these small banks for loans to farmers 
at a rate of interest to the farmer of, say, 4^ per cent, with li to 2^ 
per cent additional for amortization? In other words, the farmer 
might pay for the money that he borrows upon his farm 4J per cent 

Eer annum in interest, and IJ or 2^ per cent toward the principal of 
is debt ; so that if a farmer borrows $1,000 to-day, he pays for the 
privilege of keeping it, if necessary, for 15 years or 10 years, only 
$70 a year, and by the end of 10 or 15 years the whole debt would be 

?aid. He simply pays 7 per cent per annum, instead of 17 or 70 or 
00 or 1,700 per cent, which infamous rates have driven many a poor 
farmer to desperation and death in many parts of the country. This 
7 per cent yearly payment includes a sinkmg fund, which discharges 
the principal oi the debt as well as the interest in about 15 or 20 
years. 

I think that the Government could be made entirely safe under 
a plan of that sort. We will suppose that a plan or system has been 
worked out by which the small national banks can notify the farmer 
that if he wants $1,000 or other reasonable amount he can come 
to that bank and get it. There should be some regulation as to 
what proportion of the assessed value of the property the bank 
would lend. I would suggest that the loan perhaps might not exceed 
66f per cent or 75 per cent of the assessed value oi the land, provided 
that amount should not exceed 50 per cent of what may be believed 
to be its true value. As we know, farm lands and real estate gen- 
erally throughout the country are assessed at very much less than 
their actual value, and I do not think that when property is assessed 
at 50 per cent of its real value we should say to the farmer, "We 
will only let you have 50 per cent of the assessed value," when that 
means only 25 per cent of what the farm is really worth; but if 
you make a limitation that it shall not exceed 50 or 60 per cent of 
its actual value, with a further limitation that it shall not exceed 
two-thirds or three-fourths of its assessed value, I think you will 
be fairly well secured. 

Then the farmer comes to the national bank and asks for a loan 
of $1,000. There must be rules and regulations under which the 
bank can be assured of the title to the property, and rules and 
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regulations governing the appraisal of the property. You might 
provide that it shall be appraised by perhaps a county commissioner 
and some director of the oank, and perhaps the postmaster — some 
plan of that sort, so that it will be difficult to work any imf air game. 

The Government will then deposit $1,000 of postal funds with that 
bank. The bank will pay the Government, say, 2i or 3 per cent 
The bank will charge 2 per cent, or perhaps from 1^ to 2J per cent, 
for its services in indorsmg and guaranteeing the loan. If the bank 
pays the Government 2^ per cent and charges the f arnjer 4^ per cent 
interest, the bank makes 2 per cent profit. The difference between 
4J per cent and 7 per cent is the sinking fimd. I would permit the 
banks in that way — ^the small national banks — ^to place in loans of 
that kind an amount of money equal perhaps to twice their capital; 
in other words, $25,000 banks in the community may lend on farm 
property around them, say, $50,000 to the farmers. Two per cent 
profit on $50,000 thus loaned would yield the bank $1,000, equal to 
4 per cent on its capital stock. 

xhen I would require, in order that the Government may be safe 
and have, in addition to the indorsement of the bank, further security, 
that the mortgage itself, and the thousand-dollar bond or the $500 
bond or the $250 bond shall be deposited by the small national bank 
in the nearest Federal reserve bank for account of the United States 
Government, so that the Government would have the indorsement of 
the national bank and also this real estate mortgage on the farm 
property, and it would be not in the custody of the bank, but in the 
Federal reserve bank. I believe it would be a great blessing to the 
farmers in the agricultural communities if $70,000,000 could be made 
available for their needs under such inexpensive plan as this. 

Chairman Moss. Would you, Mr. Comptroller, recommend exempt- 
ing those farm-mortgage loans from local taxation? 

Comptroller Williams. Those mortgage loans? 

Chairman Moss. Suppose that the national bank in my county — ^I 
live in Clay County — were to make application to loan me a thousand 
dollars under that plan. At the present time the State of Indiana 
would tax the mortgage. Under your proposed system, would you 
recommend the United States exempting this loan from local taxes? 

Comptroller Williams. I had not thought of that, but it is a sub- 
ject worthy to be dealt with liberally. 

Chairman Moss. The tax rate in Indiana in many communities is 
3 per cent. 

Comptroller Williams. I see the point. In other words, if the 
bank 

Senator Smith. The national bank pays tax on its stock and any 
loan of this kind was made with the national bank 

Comptroller Williams. Hold on. This is the Government that is 
making this loan. 

Chairman Moss. The question I am asking is. Whether or not local 
conditions 

Comptroller Williams. It would not be subject to local taxation, if 
the Government makes it. Of course, that is a matter for you to 
consider. 

Senator Brady. It would not be subject to any taxation if the 
Government made it? 
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Comptroller Williams. No. In other words, Secretary McAdoo, 
fts you will recall, in order to move the crops, deposited, upon two 
different occasions in the past two or three years, many millions of 
money to assist the farmers, and he did that throurfi the national 
banks and without the loss of one cent in any case. This is Govern- 
ment money which is put into the national banks not only to help the 
farmer move his crops but to help him produce the crops. 

Chairman Moss. In this connection, Mr. Comptroller, it is the belief 
of a great many students on this subject that if the limitations on 
the amount of nioney that any depositor could place in postal savings 
banks be removed there would be a great deal more money placed in 
the postal savings banks than under the present limitations. If the 
plan were to be seriously considered, do you believe that there ought to 
be a modification in the amount a man might deposit in the postal 
savings, if he cares to deposit it ? 

Comptroller Williams. You have $70,000,000 available now ; that 
is sufficient for a start. You may find that you do not need more 
than $70,000,000 to supply the farmers. If you do, you might in- 
crease it. 

Senator Smith. If there are loans on real estate amounting to 
three billions, as was shown to be the amount loaned on real estate 
to farmers yesterday 

Secretary Flannagan. Three billion six hundred thousand dollars. 

Senator Smith. While $70,000,000 would help, if we could enor- 
mously increase that it would be just that much more help. 

Comptroller Williams. I do not think it would be quite safe to 
loan $3,600,000,000 the first year ! 

Senator Smith. I do not, either, but if we had $700,000,000 in- 
stead of $70,000,000 we would still have scarcely more than one- 
fourth of the whole amount that is now loaned to them. 

Senator Brady. But seventy millions would give us sufficient funds 
to test the matter out, and find out whether the method was entirely 
practicable or not. 

Senator Smith. Oh, it is practicable. 

Senator Brady. There is just one thought which occurred to me, 
and that is, this $70,000,000 represents the deposits in the postal 
savings banks, as I understand it. 

Comptroller Williams. Those are deposits made with the post- 
masters and by the. Post Office Department, redeposited in the na- 
tional banks and trust companies throughout the country. 

Senator Brady. Would it do to tie those deposits up for 10 or 15 
years? 

Comptroller Williams. The United States Government would be 
behind them, and if it wanted ready money the United States Gov- 
ernment could pay them out and would, of course, have to pay them. 
The funds would be coming in and going out, just as in the case of 
the irrigation development. 

Senator Smith. They are constantly increasing? 

Comptroller Williams. That is one of the few cases where the mill 
is grinding again with the water that has passed. 

Senator Brady. I think that the question there is the most im- 
portant that we have to deal with, and if some such a plan can be 
worked out it would be more beneficial not only to the farmer, but 
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the entire Nation, than anything that we could possibly do in a 
financial way with reference to the rural credits. 

Kepresentative Hawley. What maximum length of time would 
you suggest for these. loans? 

Comptroller Williams. I should think varying maturities. I 
think that in most cases you would probably get down to an average 
of not over 5 years, perhaps less, but if the farmer is unable to pay 
it at the end of 5 years he can carry the amortization plan on further 
and pay off the principal in 5 or 10 years more. 

Chairman Moss. In that connection, Mr. Comptroller, do vou 
believe that the amortization plan can be put into effect on a five- 
year loan ? 

Comptroller Williams. I do not think it would be practicable to 
put an amortization plan into effect which would liquidate the 
principal in five years, but it would curtail the principal to that 
extent. Of course, my thought would be that this 2^ per cent should 
compoimd to the benefit of the farmer from year to year. He is 
paying 4^ per cent and he should receive 4J per cent upon the 2^ 
per cent per annum sinking fund that he is accumulating. As you 
know, 1 per cent per annum for 30 — or is it 34 — ^years, compounded 
at 6 per cent pays the principal of the debt, and the 2 or ^ per cent, 
of course, would pay it in proportionally less time. 

Senator Brady. And the payment on the amortization plan would 
naturally credit each year such an amount to the principal of the 
loan, and you would reduce the principal. 

Comptroller Williams. And the farmer would know every day 
of the year how much his debt was being reduced. 

Senator Brady. And the payment would reduce the principal 
each year as the 7 per cent was paid? 

Comptroller Williams. Yes. 

Senator Hollis. I think I will state, for the benefit of the com- 
mittee, that on the land-mortgage plan we have worked this out, so 
that the farmer would get the same result by the Government 
investing the postal savings in the bonds which it was proposed to 
float at 1 per cent. We would get all this benefit through that, and 
get the amortization, but I want to say that the Postmaster General 
and Mr. Dockery are tremendously opposed to putting this scheme 
into effect, but we are going to put it into effect before we get 
through. 

Comptroller Williams. I have not discussed with anyone the 
suggestions I have ventured to lay before you to-day. 

Senator Hollis. I am glad to have your confirmation of it, because 
we believe it caji be worked out in that way. 

Senator Brady. I was very glad indeed, myself, to hear your 
expressions. 

Kepresentative Hawley. Mr. Comptroller, have you any plan in 
your mind regarding the personal-credit side of this proposition? 
You have been speaking now of mortgage loans. This particular 
subcommittee is interested in the personal-credits side of the matter. 

Comptroller Williams. I think that you will go largely toward 
solving the personal-credits side if you will — on those loans which 
national banks properly have always been able to make — fix the 
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maximum rate of interest which they can charge and make a penalty 
against usury. 

Representative Hawley. You have no plan worked out in your 
mind like the one just proposed on mortgage loans? 

Comptroller Williams. No, sir. 

Chairman Moss. Mr. Comptroller, nearly all of the loans made 
in the United States to farmers are made on the basis of promissory 
notes. In your opinion 

Comptroller Williams. Chattel mortgages? 

Chairman Moss. On the basis of personal credits. Of course there 
may be, and I presume there is, a volume of chattel mortgages, but 
the great bulk of it in mv section of the country is made on promis- 
sory notes. If I go to the bank to get $100, I give my note for it, 
{)erhaps with personal security on the same basis as a commercial 
oan. In European countries, especially in Scotland, a farmer takes 
what is known as a cash credit, and takes his credit in bulk. I think 
that they call it " accounts current," perhaps. . In your opinion, can 
an account current or a cash-credit plan be introduced in American 
banks and accepted by American bankers? 

Comptroller Williams. When a farmer issues a promissory note 
the proceeds are passed to his credit, and he has a credit there, and 
he then checks upon it as he needs it. 

Chairman Moss. The difference in the two plans, as I understand 
it, is this : If I desire to use a maximum credit of $1,000 at any time 
during a stated period, I might arrange for such a credit, we will say, 
within a year. I would secure the bank to the extent of $1,000. Then 
I could draw my check at any time on the bank up to $1,000; and the 
interest, of course, commences only upon the check that I actually 
make against my credit balance; and it might be that I would not 
use $1,000 at any time during the year; whereas on a promissory note, 
in order to get $1,000, I have to execute my note for $1,000, and at 
that moment the interest begins to run against the $1,000. So that, 
in the American plan, to have a credit of $1,000 I have actually to 
have a balance in the bank of $1,000. Under the American plan the 
borrower pays interest on his maximum credit ; under the European 
he pays on the sum he is actually using. Is there anything, in your 
opinion, in the American system of banking that would prevent the 
introduction of the cash credits or accounts current into the system of 
American banking? 

Comptroller Williams. I think that we can get all the advantages 
of that European system without its disadvantages. There is no 
reason why a farmer, if he wants to borrow $500, should not give 
his promissory note with interest at 6 per cent, or whatever it may be, 
and have that passed to his credit. The bank can then allow him a 
reduced rate of interest on the balance as long as it is there. Of 
course, another way of doing it would be simply for the farmer to 
have an understanding or agreement with the bank. If he thinks 
that he will need $1,000, he can get his $1,000 at any time during the 
season, and if he does not wish to have the proceeds passed to his 
credit at once he can give a note for a portion of it, say, for $100 
now, and when he wants another $100 he can come in and get his 
note for that. I think it would be undesirable to introduce here a 
Rvstem which would result in overdrafts. 
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Chairman Moss. What are the disadvantages of a secured over- 
draft? 

Comptroller Williams. There are no advantages, it seems to me. 

Chairman Moss. But what are the disadvantages of a secured over- 
draft? 

Comptroller Whjjams. In some States a drawer is prohibited from 
drawing on a bank where he has no funds to his credit. 

Chairman Moss. I am not speaking about the legal disabilities. 

Senator Brady. A system of overdrafts 

Comptroller Williams. I should deprecate 

Bepresentative Phelan. The system of Europe is not exactly the 
same as ours with reference to overdrafts. The fundamental dif- 
ference is this, that if I think I want to use $1,000 in the next three 
months, here I have to go to a bank and get the $1,000 and pay 
interest for all the three months. As a matter of practice, I would 
rather pay the interest on part; so, if I am borrowing at the rate of 
5 per cent, I am actually paying a little more than 5 per cent, because 
paid in advance. In some places in Europe the way they do is that 
if I think I want $1,000 they agree to let me have that as I want it; 
and, then, if I draw $100 I start paying interest at 5 per cent from 
to-day on $100. If a week from to-day I borrow another hundred, 
I start to pay interest on that, so that I am paying interest simply 
on the amount of money I borrow while I am using -it. In this 
country you pay interest on the money from the time you get it, al- 
though you may not have use for part of it for two and one-half 
months. In Europe I think it is called an " overdraft," wheu you 
draw in excess of the amount you originally get, something of that 
sort. 

Comptroller Williams. You can obtain precisely those results 
through regular methods, which would be entirely legal in all the 
States. If you want $1,000, ask the bank to let you have a credit of 
$1,000. You sign the obligation, the note, with the understanding 
that the interest, if you choose, may be charged as your drafts 
come in. 

Senator Brady. Do you think that system would work satisfac- 
torily, Mr. Comptroller, with the smaller banks? 

Mr. Lever. That would be in effect the same thing. 

The Chairman. It is the same thing. 

Eepresentative Lever. You use the word " check." In this country 
I am given a draft for $1,000 and I draw $1,200 on it. 

CoinptroUer Williams. The books of the bank ought to show that 
John Smith has drawn $1,000, has no deposit against which to charge 
it, and has given no note or obligation to represent it. 

Chairman Moss. That was not the proposition, Mr. Comptroller, 
that I tried to put before you. I stated if a farmer wanted a maxi- 
mum volume oi credit he went to the bank and gave security for it 
He could then draw on his account, either by check or draft, until that 
maximum amount, was exhausted. But, of course, the bank at all 
times was secured against any drafts he might make, because the 
security is first introduced at the bank. 

Comptroller Williams. It would be well secured because the bank 
would have the farmer's paper, and protection against the amounts 
drawn out. I do not think there is any difficulty about that at all, 
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but I do not think that a bank should permit John Smith to draw 
$1,000 unless it has some evidence of indebtedness to represent the 
amount thus advanced to him. 

Chairman Moss. I do not understand that that obtains in any 
country, but I have observed this situation which I know did occur 
in our country. A gentleman who wanted a credit gave his promis- 
sory note, which was drawn for a certain length of time. This was 
done in the usual course of business. His deposits accumulated in 
the bank, and yet these deposits did not liquidate his note. The re- 
sult was he was paying interest to the bank and the bank was using 
his money without interest. 

Comptroller Williams. He could easily direct the bank to apply 
his deposits to his promissory note. 

Chairman Moss. Only in case he borrows on demand. 

Comptroller Williams. Banks frequently abate interest on time 
loans. 

Chairman Moss. But, Mr. Comptroller, do you mean to say that 
if I borrowed money for 90 days at a bank in the sum of $500 and 
then in 10 days after I borrowed that sum were to deposit $500, that 
I may compel the bank to accept that deposit in payment of the note 
not due for 90 days ? 

Comptroller Williams. You can do it by agreement at the time 
you make the loan. 

Chairman Moss. That is true. 

Comptroller Williams. It is being done right now in the Federal 
reserve banks. The Federal reserve banks are permitting their bor- 
rowers to take up discounts in some cases before maturity, with abate- 
ment of interest. 

Senator Brady. It seems to me that this is a case which may be 
fairly compared with our national defense ; it would be a case of pre- 
paredness. Let us presume that a bank has a capital of $25,000 and 
25 customers go into the bank and say, "I want to arrange for a 
credit of $1,000." That would be the entire capital of the bank. " I 
want this some time during the year," and then that they all come in 
on the same day and say that they want the money. It would place 
the bank in a very embarrassing position to have to keep that money 
there so that it could pay them, and it would be drawing no interest. 
I do not believe that any system that would tend to encourage over- 
drafts would in the end be satisfactory. 

Comptroller Williams. I think the results desired can be accom- 
plished by legal methods. 

Senator Brady. I think some such method as suggested, giving just 
as good security and then agreeing to draw certain amounts at cer- 
tain times, and interest, ought to be arranged. 

Comptroller Williams. One of the largest banks in New York 
took that matter up with the comtroUer's office a few days ago and 
explained that the system of overdrafts was in vogue in Europe, and 
their customers here and there were accustomed to them, and the bank 
wanted to know whether it would be permitted to authorize its 
correspondents in Buenos Aires, for example, to make overdrafts 
upon it, upon credits agreed to be extended to such customers. I 
told the bank that that would be irregular, and would not be ap- 
proved by the comptroller's office, but I suggested to the bank that 
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what it desired to accomplish could be accomplished in one of several 
ways ; that the bank mi^ht give a commercial letter of credit to its 
Buenos Aires correspondent, passing to his credit on the books of 
the New York bank $100,000, or whatever loan or advance they might 
desire to grant. They could then enter into an agreement by which 
interest should beffin to be charged on that advance from the moment 
that it was actual^ drawn against, if desired. The bank pointed out 
that it was sometmies desirable to establish credits by cable or by 
letter. I suggested that, if the bank in New York should pay a dran; 
from Buenos Aires of $100,000 on an informal arrangement for 
overdrafts of that sort, and the Buenos Aires correspondent should 
fail, there might be difficulty in establishing the indebtedness or in 

fetting judgment in the courts of this country or of the Argentine, 
pointed out that the rights and status of negotiable paper and let- 
ters of credit had been well defined by the courts, and that there 
would probably be but little difficulty in securing judgment on such 
paper; whereas a bank here might encounter serious difficulty and 
loss of time if it undertook to collect debts created by cables and in- 
formal correspondence. I suggested that this was one of the objec- 
tions I had to overdrafts, in addition to the others. 

Senator BRAor. It is a very pertinent objection. 

Senator Holms. Of course, it is understood by all bankers that a 
large part of the bank's profits comes from loans that are granted 
to individuals, and then the individual is expected to leave that money 
on deposit with the bank until he uses it. The result is that the man 
is paying the 6 per cent, or what not, that the bank charges him, and 
they are loaning those same funds to some one else until they are used. 
That is where the profits come in. In Europe they have a credit ac- 
count or an account current purposely to get around that double 
profit of the bank. The banks do not encourage it in this country, 
and very few people are careful enough or longheaded enough to 
arrange for it. I think that is the secret of the whole situation. 

Chairman Moss. You might go further. Senator, and say that in 
a great many of our banks jou can not make that arrangement, if 
you care to, because I have tried it and I could not do so. 

Senator Hollis. It can be made if both parties are willing. 

Comptroller Williams. There would be no legal objection to ob- 
taining and accomplishing the same results you aim at, the saving of 
interest, by the lawful practice. The rate of interest could be ad- 
justed to accomplish the ends aimed at in the overdraft system. 

Senator Brady. It seems to me that we could accomplish more by 
securing some method by which we could get a lower rate of interest 
for personal rural credits than anything else we could do. 

Comptroller Williams. It affects a larger class of people in the 
country than any other. I think that about 47 per cent of our popu- 
lation are farmers or living on farms in the country or in the small 
towns. 

Chairman Moss. On page 15 of the Federal reserve act is a provi- 
sion that "Notes, drafts, and bills admitted to discount under the 
terms of this paragraph must have a maturity at the time of discount 
of not more than 90 days: Provided^ That notes, drafts, and bills 
drawn or issued for agricultural purposes or based on live stock and 
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having a maturity not exceeding 6 months may be discounted in 
an amount to be limited to a percentage of the capital of the Federal 
Reserve Bank, to be ascertamed and fixed by the Federal Reserve 
Board." Has the Federal Reserve Board fixed any limits upon that 
at the present time? 

Comptroller Williams. Yes; the limit under the law is a per- 
centage of the capital of the Federal Reserve Bank, to be fixed by 
the Federal Reserve Board. The board fixed the limit for the time 
being from 25 per cent to 99 per cent, according to the needs of the 
respective banks. 

Chairman Moss. It was to be ascertained and fixed by the Federal 
Reserve Board. 

Comptroller Williams. Yes; I will send up to you a copy of the 
regulations. 

Chairman Moss. I would be glad to have that go into the record at 
this point, in regard to the matter. 

(The copy of the regulations referred to is as follows :) < 

Federal Reserve Board, 
Washington, January 15, 1915. 

SIX MONTHS* agricultural PAPER. 

r 

The word " bill ** when used in this regulation shall be construed to include 
notes, drafts, or bills of exchange. 

Each Federal reserve bank may receive for discount bills which have a 
maturity of more than three but less than six months, in an aggregate amount 
equal to a percentage of its capital stock to be fixed from time to time for each 
Federal reserve bank by the Federal Reserve Board. 

Provided^ however, That such bills are drawn or Issued for agricultural pur- 
poses or are based on live stock ; that is, that their proceeds have been used or 
are to be used for agricultural purposes, including the breeding, raising, fatten- 
ing, or marketing of live stock ; and 

Provided further, That such bills comply in all other respects with each and 
every provision of Regulation B, series of 1915. 

Charles S. Hamlin, 

Oovemor. 

H. Parker Willis, 

Secretary. 

Federal Reserve Board, 
Washington, January 15, 1915. 

six months* agricultural paper. 

The appended regulation is issued to supersede Regulation No. 5, of November 
10, 1914» which is hereby revoked and canceled. 

Charles S. Hamlin, 

Chvemor. 
H. Parker Willis, 

Secretary. 

Federal Reserve Board, 
Washington, January 25, 1915. 

commercial paper. 

The word ** bilU'' when used In this regulation, shall be construed to include 
notes, drafts, or bills of exchange, and the word *' goods ** shall be construed to 
Include goods, wares, merchandise, or staple agricultural products, induding 
live stock. 
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J. 
STATUTOBY BEQUIBEMENTS. 

The Federal reserve act provides that a bill, other than an acceptance ( see Cir- 
cular No. 5 and Hegulation D, to be published shortly), to be eligible for redis- 
count by a member bank with a Federal Reserve Bank, must comply with the 
following statutory requirements: 

(a) It must be indorsed by a member bank, accompanied by a waiver of de- 
mand, notice, and protest. 

(&) It must have a maturity at the time of discount of not more than 90 days, 
except as provided by Regulation C, accompanying Circular No. 4, Series of 
1915. 

(c) It must have arisen out of actual commercial transactions; that is, be a 
bill which has been issued or drawn for agricultural, industrial, or commercial 
purposes, or the proceeds of which have been or are to be used for such pur- 
poses. 

(d) It must not have been issued for carrying or trading in stocks, bonds, or 
other investment securities except bonds and notes of the Government of the 
CTnited States; but the pledge of goods as security for a bill is not prohibited. 

II. 

CHABACTEB OF PAPEB ELIGIBLE. 

The Federal Reserve Board, exercising its statutory right to define the char- 
acter of a bill eligible for rediscount at a Federal reserve bank, has determined : 

(a) That it must be a bill the proceeds of which have been used or are to be 
used in producing, purchasing, carrying, or marketing goods in one or more of 
the steps of the process of production, manufacture, and distribution ; 

(6) That no bill is "eligible" the proceeds of which have been used or are 
to be used : 

(1) For permanent or fixed investments of any kind, such as land, buildings, 
machinery (including therein additions, alterations, or other permanent im- 
provements, except such as are properly to be regarded as costs of operation). 
It may be considered as sufficient evidence of compliance with this require- 
ment if the borrower shows, by statement or otherwise, that he has a reasonable 
excess of quick assets over his current liabilities on open accounts, short-term 
notes, or otherwise; 

(2) For investments of a )nerely speculative character, whether made in 
goods or otherwise. 

in. 

METHOD OF CEBTIFTING ELIGIBILITY. 

Any member bank applying for rediscount of a bill after July 15, 1915, must 
certify in its letter of application, over the signature of a duly authorized officer, 
that to the best of its knowledge and belief the bill was issued for one of the 
purposes mentioned in the above paragraphs and conforms to section 13 of the 
Federal Reserve Act and to this regulation. 

It it is recommended that every member bank maintain a file which shall con- 
tain original signed statements of the financial condition of borrowers, or true 
copies thereof, certified by a member bank or by a notary public, designating 
where the original statement is on file. Statements should contain all the in- 
formation essential to a clear and correct knowledge of the borrower's credit 
and of his method of borrowing. A schedule specifying certain information, 
which it is desirable that such statements should include, is hereto appended. 

Member banks shall certify in their letters of application for rediscount 
whether the paper offered for rediscount is depositor's or purchased paper, or 
paper rediscounted for other member banks, and whether statements are on file. 
When it does not appear that such statements are on file, except as hereinafter 
provided under (1), (2), and (3) below, the Federal Reserve Bank shall satisfy 
itself as to the eligibility of the paper offered for rediscount, and member banks 
will be expected to use such statement forms, identifying stamps, etc., as may be 
prescribed by the respective Federal Reserve Banks. 

Any member bank rediscounting with a Federal Reserve Bank paper acquired 
from another member bank, with the indorsement of such member bank, may 
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accept such member's certlflcation regarding the character of the paper and the 
existence of the necessary statements. 

Statements of the borrower's financial condition may be waived where bills 
offered for rediscount have been discounted by member banks for any of their 
depositors in the following cases : 

(1) If the bill bears the signatures of the purchaser and the seller <tf the 
goods and presents prima facie evidence that it was issued for goods actually 
purchased or sold ; or 

(2) If the aggregate amount of obligations of such depositor actually redis- 
counted and offered for rediscount does not exceed $5,000, but in no event a 
sum in excess of 10 per centum of the paid-in capital of the member bank ; or 

(3) If the bill be specifically secured by approved warehouse receipts cover- 
ing readily marketable staples : 

Provided, however, That the bank shall certify to these conditions on the ap- 
plication blank In a manner to be designated by the respective Federal Reserve 
Banks. 

Chables S. Hamlin, Governor, 
H. Pabkeb Willis, 

Secretary, 



Appendix. 

infobmation desibed in cbedit files of membeb banks. 

The credit files of member banks, referred to In the above regulation, should 
include information concerning the following matters: 

(a) The nature of the business or occupation of the borrower; 

(b) If an individual, information as to his indebtedness and his financial 
responsibility ; 

(c) If a firm or corporation, a balance sheet showing quick assets, slow assets, 
I)ermanent or fixed assets, current liabilities and accounts, short-term loans, 
long-term loans, capital, and surplus. 

{d) All contingent liabilities, such as indorsements, guaranties, etc. ; 

(e) Particulars respecting any mortgage debt and whether there Is any lien 
on current assets; 

(/) Such other information as may be necessary to determine whether the 
borrower is entitled to credit in the form of short-term loans. 



Fedebal Resebve Boabd, 
Washington, January 25, 1915. 

commebcial papeb. 

When Circular No. 13, bearing date of November 10, 1914, and the accom- 
panying regulations were issued it was hoped that a period of two months 
would suffice to enable member banks to familiarize their customers with the 
requirements of Regulation No. 4 of 1914. It appears, however, that in many 
districts the needed readjustments of banking and business practice cannot be 
effected in so short a period. An extension of time was therefore asked by 
both member banljs and their customers for the purpose of adjusting their 
methods to the new requirements and was granted by the Board (see Regula- 
tion A, accompanying Circular No. 2, Series of 1915). 

In order to facilitate operations, particularly during the initial period, the 
requirements as to borrowers' statements have been modified. But while Cir- 
cular No. 13, of November 10, 1914, Is now superseded, the Board has not modi- 
fied its views _upon the general principles therein expressed as being of funda- 
mental importance in the best development of the new system. 

The Board has formulated in Regulation B, hereto annexed (paragraph III), 
a new method for certifying the eligibility of bills for rediscount. While 
banks will not be required to comply with the provisions of paragraph III 
until after July 15, the new method prescribed is made a part of this regula- 
tion in order that advance notice may be given to all banks, so that those which 
are equipped to do so may begin to operate under its provisions as soon as 
possible. The Board suggests, furthermore, that Federal Reserve Banks insist 
that the accompanying regulation be applied as promptly as possible to all 
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so-called " purchased paper ** — ^that is, paper bought through brokers or others 
with whom the purchasing bauk has no direct business relations. Where such 
direct connections do not exist the requirement that statements, both as to 
business conditions and methods of borrowing, be furnished appears to be a 
matter of prudence and should not be postponed. In such cases as these, where 
borrowers' statements in the required form are not available until after the 
close of the business year, statements for the previous year may be accepted, 
pending receipt of new statement in required form, even though such state- 
ments may not contain all the desired data. 

While it has been thought best not to insist upon a written statement in the 
case of limited borrowings by depositors, when officers of member banks, from 
their own personal knowledge, certify to the eligibility of the paper for dis- 
count, it is urged, nevertheless, that member banks do their utmost to accus- 
tom their borrowers to furnishing such statements. 

Charles S. Hamlin, 

Governor. 

H. Pabkeb Willis, 

Secretary, 



Chairman Moss. The commitee is quite anxious to get a summary, 
Mr. Comptroller, of the actual recommendations that you submit 
to it in the matter of the regulation or the securing of better per- 
sonal credit to the farmer. First, what recommendation do you 
submit in regard to the question of the Nation 'fixing a rate of in- 
terest? Would you suggest that recommendation be made to the 
Congress that there should be a national rate of interest fixed by 
which national banks would be limited in their charges? 

Comptroller Williams. I think that they should be limited pri- 
marily to the rate fixed by the respective States. As to whether or 
not you would impose the maximum penalty in all cases for the vio- 
lation of the State statutes, that is a question which you would have 
to consider, of course, very carefully. In certain States you are 
guilty of usury if you charge any rate in excess of 6 per cent. I 
would not fix the same penalty for a man who charges 6^ or 7 per 
cent that I would for a man that charges 600 per cent or 1,600 per 
cent. I think there should be a prison penalty for charging usury in 
excess of some rate. Now, as to what that rate should be, I am not 
prepared to say just at this time. That is a very important question 
which, I am sure, you will all consider very carefully. 

Chairman Moss. I understood your recommendations to include 
the conferring of jurisdiction on the Department of Justice to 
imdertake prosecutions upon information furnished by the Comp- 
troller of the Currency? 

Comptroller Wilmams. Yes; or other sources of information. It 
would relieve the sufferer, the man who has been charged the usury, 
of the responsibility of bringing a suit against his banker, and we 
would be able to get that through the national bank examiners. 

Chairman Moss. In order to get it as definite as possible, your gen- 
eral idea would be a procedure similar to the enforcement of the pure- 
food law. I understand that the Bureau of Chemistry at the present 
time secures evidence of violation of law and presents it to the Depart- 
ment of Justice, and there its responsibility ends, and the department 
undertakes the prosecution. Your idea would be to have the Comp- 
troller of the Currency and his examiners, wherever they secure evi- 
dence of violations of law to present it to the Department of Justice^ 
and the Department of Justice undertakes the prosecution ? 
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Comptroller Williams. Yes, sir. 

Chairman Moss. Well, it seems to me that this is a very pertinent 
matter. The Secretary of Agriculture made the suggestion to the 
committee that it might be well to give national banKs the right to 
establish branches within a limited territory, and he suggested a con- 
gressional district; also with the further limitation that such banks 
could only be established where no national bank then was organized. 
What do you think of that suggestion ? 

Comptroller Williams. I do not think it would secure the maxi- 
mum good for the branches to be limited to the congressional dis- 
trict. There are a good many congressional districts where there are 
only very small banks and practically no large banks, and that in 
many cases would be where the facilities are most needed. I will 
venture the suggestion that the territorial limitation for branch banks 
should be State lines. 

Senator Holus. How would it do to have it within 6 miles, or some 
limit of that sort? 

Comptroller Williams. I think that you might consider both — 
within State lines, and all branches must be within so many miles of 
the main bank. 

Chairman Moss. Jfow, the second part of the Secretary's recom- 
mendation 

Comptroller Williams. I think it would be well to keep them 
within the States. 

Chairman Moss. The second part of the Secretary's recommenda- 
tion, that branch banks be limited. Would you suggest that any 
branch bank be set up in the territory that is served by an existing 
national bank, or would you leave the matter open wide for com- 
petition? 

Comptroller Williams. I would- leave it open for competition. 

Chairman Moss. And the suggestion of a smaller bank, with a 
smaller capitalization of $10,000. I understood you to make an 
adverse recommendation as to that. 

Senator Hollis. Smaller than $26,000? 

Chairman Moss. Yes, sir. 

Comj^troUer Williams. I think it would be unfortunate to reduce 
the limitation as to the size of the bank. I would rather see all the 
State banks come up to the limit. 

Senator Smith. There is not strength enough to bear the overhead 
charges and be financially able to make loans at a low rate? 

Comptroller Williams. That is it. 

Senator Hollis. I think the minimum capitalized banks show as 
small a percentage of failure as any class. 

Comptroller Williams. I am not quite sure of that, Senator. We 
have closed three or four $25,000 banks within the past 60 days. 

Senator Hollis. I looked it up at the time of the Federal reserve 
act, and at that time experience showed that it did not. • 

Comptroller Williams. I think that we closed a bank in South 
Dakota yesterday of $25,000 capital ; the cashier or other officers had 
stolen $36,000, so the bank was closed. 

Just here, may I suggest this, though I do not know whether this 
would come within your province or is among the subjects you wish 
to consider, whether national bank officers should be required to givo 
bond. This probably should not be discussed here, but I thought of 
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this in connection with the small bank of $25,000 capital which closed 
yesterday on account of money being stolen by its officers. National 
bank officers should be bonded. We have no authority now to require 
it, but we could have saved many losses in the past if there had been 
some authority to require national bank officers to give bond. 

Chairman Moss. I understood in the course of your testimony that 
your investigations, the investigations of your office, show that these 
abnormally high rates are nearly always limited to farmer bor- 
rowers? 

Comptroller Wiixiams. I can say that they are principally in 
rural communities. As to whether the tradesmen or the business men 
are the sufferers also, I can not state. I do not know to what extent, 
but my impression is that it is largely the farmer who is paying this 
toll. 

Chairman Moss. And also that the loans, so far as you know, to 
farmers 

Comptroller Williams. Are among the best secured that the banks 
make — are those upon which the losses are least. 

Senator Brady. Have you aliy suggestion to make as to some 
method by which we could bring the present reserve system closer to 
the farmer and let the farmer secure some of the benefits of this 
banking system? 

Comptroller Williams. Yes; I think it would be well worthy of 
your consideration, the question of recommending the liberalizing of 
that provision of the Federal reserve act which permits loans on real 
estate. 

Representative Ha wley. How would you liberalize it ? 

Comptroller Williams. That is a question for you to consider. 

Representative Ha wley. You have not any suggestions? 

Comptroller Williams. No. 

Representative Lever. Would you liberalize that provision that 
permits rediscount of farm notes, notes secured by warehouse receipts, 
and the like of that ? 

Comptroller Williams. I think that is pretty liberal now. 

Representative Lever. You think that is liberal enough now ? 

Comptroller Williams. Yes. The point was as to whether or not 
you would permit 

Senator Smith. Is not one of the real troubles now the lack of the 
national banks, the small banks in the smaller sections, to utilize the 
advantages of the Federal banking system by their rediscounts, 
rather than lacking opportunity through the reserve banking sys- 
tem ? If the local banks existed to obtain the currency ? 

Comptroller Williams. How, Senator Smith ? 

Senator Smith. There are so few small national banks compared 
to the localities where the farmers are interested that in that way 
many localities fail to get the advantage of the Federal reserve act 
from the lack of a local national bank to rediscount their paper. 

Comptroller Williams. Of course, one advantage of having 
branches of national banks in rural communities is that you do not 
have to have expensive organizations for your branch, such as you 
do in your head bank. You may have an agency there, a branch or 
an agency, and you need not keep all of your funds there. The 
headquarters bank can attend to the collection of your notes and the 
clearing of your checks and the custody of your funds. 
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Senator Bbady. That would certainly save considerable expense. 

Comptroller Williams. Yes. 

Senator Bbady. But I think the viewpoint of Senator Smith i» 
that the smaller local national banks are not taking that advantage- 
of the Federal reserve act 

Senator Smith. No — ^that they do not exist ; that the number of 
small national banks is not nearly equal to the number of rural 
localities to which the advantage of the Federal reserve act should be 
carried. 

Representative Leveb. The remedy is the suggestion of the comp- 
troller 

Senator Smith. I was thinking of that. The diflSculty is not so- 
much in the Federal banking system as it is in the lack of local 
national banks in the various localities to utilize the opportunities- 
given by the reserve banking system. 

Comptroller Williams. Yes ; and I think that that could be largely 
remedied if there was perhaps a greater degree of activity and 
earnestness on the part of the management of the officers and directors 
of all of the Federal reserve banks-=-a more earnest effort to bring^ 
the small banks in touch with the 12 fountain heads, and to put the 
money out in these communities where it is so much needed. 

The Federal Reserve Board announced some weeks ago to the- 
Federal reserve banks about the country that they were prepared to 
establish a 3 per cent rate for commodity paper; that is to say, on 
loans secured by warehouse receipts, in cases where the member bank 
had charged not in excess of 6 per cent. In other words, that left a 
margin of 3 per cent profit between the price that the small bank 
had to pay and the price which the bank was permitted to take from 
its customer ; but in a number of districts there was a reluctance on 
the part of the reserve banks to avail themselves of that offer from 
the Federal Reserve Board. They did not want to reduce the rate 
to 3 per cent; and then, again, on the part of the member banks^ 
they did not want to lend money to customers at 6 per cent, although 
they could make a net profit of 3 per cent. That was hardly the ri^t 
spirit. 

Senator Brady. That is a condition that ought to be remedied, too. 

Senator Smith. Were they not also influenced by the fact that 
they did iiot desire to carry the responsibility of these increased 
debts ? They disliked to let the money out and rediscount and thereby 
become liable as debtors of the reserve bank ? 

Comptroller Williams. But there was nothing safer than com- 
modity paper secured by warehouse receipts for cotton. 

Senator Smith. Oh, they borrowed on warehouse receipts? 

Comptroller Williams. Yes; such loans were absolutely safe. 

Senator Smith. It was not the ordinary loan ? 

Comptroller Williams. No; it was secured by warehouse receipts 
for cotton. 

Representative Lever. And the fact is that many banks refused 
to accept that privilege because they did not want to establish the 
custom of a lower rate of interest. 

Comptroller Williams. That is it. You have got to get that in 
the minds of the bankers. 

Representative Lever. You have got to make the bank a banker 
and not a loan shark. 
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Chairman Moss. I am much interested in vour suggestion, be- 
cause it seems to me to be the center of this problem. What inauces 
you to believe that one of these banks will establish a branch and 
accept this business and loan money at a lower rate than they will 
loan at their main office, if, as a matter of fact, national banks under 
their present management show a hesitation in taking commodity 
paper at a 3 per cent rate of profit? How do you believe that the 
•establishment of branches will have any effect to change that ten- 
dency on their part? 

Comptroller Williams. I think public opinion is going to be a 
very powerful influence there. 

Senator Smith. The big banks do not attempt to loan their money 
as money sharks, like the little ones? They are accustomed to get- 
ting over 6 per cent. 

Comptroller Williams. Not as a rule. There are some of them 
that do. The sensational rates are principally charged by the 
smaller banks. 

Chairman Moss. In that connection, Senator Smith, I am looking 
over the list of Indiana banks which have charged usurious rates of 
interest. The one having the largest amount of assets — ^$1,089,000 
of capital and surplus — ^is one that is guilty of charging the highest 
rates. 

Senator Smith. But I do not think that is generally true. It is the 
exception rather than the rule, is it not? 

Representative Phelan. To go back to that phase of the Federal 
reserve banking system, I think that the banks have not yet realized 
the opportunity they have to make a profit out of that Federal re- 
serve system. It is something new. I have always felt that a bank 
with the same amount of capital, availing itself of the new system, 
can do a very much larger business than under the old system. 
Comptroller Williams There is no question about it. 
Representative Phelan. If they can do that, they can make just 
the same profit by loaning money at a lower rate of interest. That is 
true. If they can do more business, they can make the same profit 
on their capital by charging the lower rate of interest. 
Comptroller Williams. Yes. 

Representative Phelan. If they can do that, somebody is going 
to find that out after a while — some bank director — and when he 
finds out he can make as much money by loaning at less than his 
competitors are, then the competitors are going to be brought down 
to that level; but it is not going to happen immediately. It is not 
going to happen until some live, energetic bank directors find out 
what they can do with the Federal reserve system, until they find 
out that they can do a greater amount of business by charging lower 
rates of interest, and that they can get more business by reducing the 
rate. But that is going to be so eventually, and they have got to 
find out that they can do it. But they do not know to-day that they 
can do it — ^that they can do that very thing. 

Comptroller Williams. I am sorry to say that a disposition has 
manifested itself on the part of a majority of the directors of some 
of the Federal reserve banks to propitiate, to perhaps an indefensible 
degree, the member banks in certain districts who desire to main- 
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tain higher rates of interest than seem to be warranted under pres- 
ent conditions. You know in all of the Federal reserve banks at 
least three directors are officers of member banks, and the complaint 
has been made that the management of some of these banks are lean- 
ing a little too much to what the member banks in some cases con- 
sider to be to their interest rather to the interest of the communities 
in which they operate. 

Senator Brady. In other words, they do not want to divide the 
advantage of the system with the borrower. 

Comptroller Williams. It has been charged, and there seems to be 
some ground for it, that that is the case in some instances. 

Chairman Moss. Does not that present this question, that prac- 
tically all the consideration which has been given to banking up to 
the present time, that we have regarded the banker as a professional 
man who is engaged in business to do business with other people's 
money for the profits he can make out of it? That seems to be 

Comptroller Williams. That is the point of view that it is said is 
taken to too great a degree by certain directors of certain Federal 
reserve banks. 

Chairman Moss. Will it be possible to break down that spirit by 
any legislation unless you bring within the scope of men engaged in 
agricultural pursuits a reasonable possibility of organizing these 
instrumentalities themselves and thus serve their own needs? Let 
people go directly to the Government with their own paper in redis- 
count, and thus bring themselves in the closest possible touch with 
the Federal reserve bank? 

Comptroller Williams. I think that is an end much to be desired. 

Chairman Moss. If it be conceded, then, that the end be desirable, 
it must be true that the capitalization of a bank should not be so 
great as to make it practically impossible to establish a bank in those 
communities where it can not get a large line of deposits; and that 
brings back the question again as to what reason there can be in a 
farming community that a bank shall not be chartered by the 
National Government with less than $25,000 capital. 

Comptroller Williams. I discussed a while ago the disadvantages 
of the establishment of banks with less than $25,000. 

Chairman Moss. I wish you would make a succinct statement of 
what the disadvantages are. 

Comptroller Williams. I think that one prominent difficulty is 
the large overhead expense. 

Chairman Moss. That is a risk to be borne by the incorporators 
of the business and not by the Government. I am asking what is 
the objection from the standpoint of the Government. 

Comptroller Williams. If you establish a bank for $10,000 capital 
and the stockholders expect to earn 6 per cent per annum upon their 
capital and at the same time to pay the expenses of the manager or 
the cashier or the bookkeeper or the clerk, and the deposits in that 
community are meager, it is very obvious that they may have to 
charge excessive rates of interest if necessary to meet such expenses 
and pay a return on the capital invested. The expense of managing 
a bank with a capital of $25,000, I should say, would not be more 
than the overhead expenses of running a bank with a capital of 
$10,000. 
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Chairman Moss. Is it not true, Mr. Comptroller, that since the 
organization of the Federal reserve banks it is possible for a bank 
with $10,000 capital to do a larger loan business where deposits are 
scanty than would be if it were a $25,000 bank before the Federal 
reserve system was opened and the rediscount privileges open to the 
banks? 

Comptroller Williams. It is conceivable in certain cases that that 
is true. 

Representative Phelan. There is one limitation upon that that is 
very serious, and that is the limitation of one-tenth of its capital and 
surplus. Assuming that a bank has $10,000 capital and no surplus, aU 
that it could loan to an individual is $1,000, whereas a bank of $25,000 
capital can loan $2,500. There is that limitation that would interfere. 

Comptroller Willli^ms. Of course, the chairman's point that there 
is no limitation upon the amount oi paper which a Federal reserve 
bank with $10,000 could discount, provided that paper is eligible, 
is a good one. Of course, under those circumstances a bank with 
$10,000 might loan in the community $100,000 and rediscount its 
loans at the Federal reserve bank, whereas under the old system a 
bank with $25,000 capital could only borrow $25,000, the amount of 
its capital, from New York or Chicago for the purpose of loaning it 
to its customers. 

Chairman Moss. What I wanted to get from you was not an expres- 
sion of the disadvantages that would accrue or might accrue to the 
^corporators themselves. That is a hazard that men themselves 
must assume before they incorporate. The point I want to get for 
the record is an expression from a Government official as to what ob- 
jection there can be from the Government of the United States of 
incorporating a bank with $10,000 capital and giving it a membership 
in the Federal reserve system. That is the point. 

Comptroller Williams. You are entirely correct that under the 
Federal reserve system, as I stated before, a bank with $10,000 could 
rediscount, if it had it^ as much eligible paper as a bank with 
$10,000,000 capital, provided the Federal reserve bank would grant 
the rediscoimts ; but there is, of course, another problem which has to 
be considered in connection with the whole subject. 

Senator Brady. Is it not a fact that there would have to be a de- 
mand for those loans before they could be made ? That is, the com- 
munity would have to be large enough to furnish sufficient loans to 
pay dividends on a $10,000 capital and the overhead charges? 

Comptroller Williams. Yes. If you desire, we will consider a 
hypothetical case. The rate of interest is limited to 6 per cent in a 
rural community, and there is no loan on which the bank charges 
over 6 per cent. A bank with a $10,000 capital is established there 
and has a sufficient demand from borrowers who will only want to 
borrow $1,000 apiece, or 10 per cent of capital. The Federal reserve 
bank of its district considers that its paper is good, that its capital 
is always intact, and that it would be safe in rediscounting for it to any 
extent. Under such circumstances an indefinite amount of money 
might be put out through such an agency. I do not think, how- 
ever, that such a case can arise. It is not within reason to suppose 
that a $10,000 bank would be given the same credit accommodations 
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at the Federal reserve bank that would be accorded to a bank with 
$10,000,000 of capital 

Senator Smith. Or with $25,000 capital ordinarily? 

ComptroUer Williams. Or with $25,000 ordinarily. In other 
words, I think it is the policy and a principle which they are trying 
to observe to accord credit to the member bank proportioned more or 
less — ^not absolutely, but more or less — ^to their size and their legiti- 
mate demands. A bank with $25,000 capital and $100,000 deposits 
would have the right to call upon the Federal reserve bank for two 
and a half times as much accommodation as a $10,000 bank with 
$25,000 deposits. 

Senator Smith. Now, the chairman suggested that perhaps the 
Government was not interested, or the plan of legislation, in the 
profit of stockholders; that that was a matter for them. It is not 
the question of the profit of the stockholders, their successful busi- 
ness, one that must be considered by the Federal reserve bank in 
accepting their paper for discount, and therefore if you organize 
a bank so small that its capital does not take care of its overhead 
charges and it is likely to lose money its opportunity to rediscount 
would be very much less than the solvent bank. 

Comptroller Williams. But the Congressman's main point was 
that there is no limit to the amount of eligible paper which the 
bank may take to a Federal reserve bank if the Federal reserve bank 
wants to grant the credit. 

Chairman Moss. Taking the hypothetical case that the comptroller 
has suggested, I would say that there is probably not a community 
in the United States, if loans were made freely at 6 per cent, where 
a new bank would be organized. But his testimony is to the effect 
that there are communities where very high rates of interest are 
charged. It is very conceivable to my mind that in a community 
where the average rate is 15 per cent such community would or- 
ganize a $10,000 bank, use it to break down a 15 per cent rate; but 
this action would not be taken where no cause exists or demand is 
present. 

We are trying to create better credit facilities. The comptroller 
to-day recommends branch banks to meet that situation. This means 
a smaller average capitalization than exists at present. If a bank 
with small capital be organized in one of these communities and is 
successful, of course its capital should grow. There is no reason why 
it should not grow into a $25,000 bank in a short while. 

Senator Smith. Do you think that the capital being put at $25,000 
has prevented the organization of additional banks, or is it because 
the $25,000 banks can not make money ? 

Comptroller Williams. I do not think, Mr. Chairman and gentle- 
men, that in this country a bank ought to be organized with a capital 
of less than $25,000. I think that the minimuhi capital for any bank- 
ing institution which invites deposits should not be below $25,000. 
It is an invitation to shysters and promoters, it seems to me, when 
you go below that limit. 

Senator Smith. And adventurers? 

Comptroller Williams. And adventurers. If you can have an 
ideal management in a $10,000 bank, it may be better and safer than 
some banks with a million capital that I have seen. 
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Chairman Moss. But I just wanted it in the record to appear that 
there are more than 10,000 banks in the United States to-day with 
$25,000 capital. 

Comptroller Williams. I do not think so. 

Chairman Moss. Perhaps I have the number exaggerated, but 
there are several thousand. I looked up the matter, and I feel sure 
that the amount ran into the thousands. If it is not ten, I think it is 
several thousands. 

Comptroller Williams. I think that $25,000 ought to be a mini- 
mum capital for national banks. 

Senator Hollis. Mr. Bellar, who is Senator Owen's secretary, has 
called my attention to what has been done by the Federal Reserve 
Board on this matter of six months' agricultural paper. On Novem- 
ber 10, 1914, a regulation was made that six months' agricultural 
paper might be rediscounted in an aggregate amount not exceeding 
25 per cent of the paid-in capital of the Federal reserve bank accept- 
ing the same. Now, that would be a very large accommodation, if 
it were availed of. Then, on June 1, 1915, the Federal Reserve Board 
ruled that the farmers' notes for commercial fertilizer was agri- 
cultural paper within the meaning of the Federal reserve act. 

On August 1, 1915, it ruled that mule and cattle dealers' paper 
could not be classed as agricultural paper, but that where farmers 
gave notes for mules or horses or cattle, that that would be agricul- 
tural paper. 

I thought the record ought to show that. 

Representative Le\t:r. I wanted to ask the comptroller on this 
proposition : When the Federal Reserve Board offered this privilege 
of 3 per cent on commodity paper to member banks this fall, I know 
this situation arose in my State. In a great many counties of the 
State the national banks, the member banks, took advantage of that 
offer and did loan their money to farmers on warehouse receipts at 
6 per cent. A great many other banks in the State refused to do so — 
I have one in my own eye at this moment — on the theory that to 
establish a 6 per cent rate in the community meant that thereafter 
they had to maintain that rate of interest to all customers. That was 
the ground upon which they put it. Would it be any advantage, 
or would it be any club over these member banks, that there should 
be a requirement that their interest rates, quarterly or semiannually 
or annually, should be published in a paper within their territory 
or within the State, of general circulation, so as to show such banks 
as were taking advantage of the Federal Reserve System ? 

Comptroller Williams. The maximum rate of interest they were 
charging? 

Representative Lever. Yes, sir; exactly; and, on the other hand, 
to show the banks which were not doing it. I found in my dealing 
with the Department of Agriculture that publication of classes that 
are not doing right in this country is a great incentive to make them 
do right. 

Comptroller Williams. I think it was Carlyle who observed that 
there were very few of us who^ if we had the opportunity, would 
not wear the ring of Gyges, which would make us invisible; ttiat it 
is the force of public opmion and a pitiless publicity that restrains 
many a man from taking advantage of his fellow man. 

45712—16 6 
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Bepresentative Lever. Would you suggest such an amendment to 
the law as that? 

Comptroller Williams. I have recently been discussing with the 
Secretary of the Treasury the desirability of requiring national banks 
in their periodical statements of conditions to put at the top of their 
statement the maximum rate of interest charged since the last state- 
ment. 

Eepresentative Hawley. A single instance or every instance? 

Senator Smith. Not the name of the borrower, but just the maxi- 
mum rate? 

Comptroller Williams. Oh, no. The maximum rate of interest 
charged and the number of loans made in violation of the usury laws 
of the State. 

Bepresentative Lever. And if you will publish that in your daily 
papers, you won't have any violations there. 

Comptroller Williams. I think you are right. 

Chairman Moss. The Secretary of Agriculture, before this com- 
mittee, also suggested that such legislation as grain standards and 
uniform warehouse laws, which will permit producers of agricul- 
tural products to have them graded and stored under uniform con- 
ditions, would go a long way toward improving agricultural credit 
conditions by increasing the amount of credit paper of an acceptable 
nature. He characterized this as supplemental credit legislation. 
What is your opinion about that ? 

Comptroller Williams. I think it is an admirable idea. 

Chairman Moss. There have been bills proposed in both branches 
of Congress creating uniform standards of all staple agricultural 
articles of commerce, and that the Government should undertake, 
under certain conditions, to supervise the warehousing, with the pur- 
pose of creating receipts of undoubted integrity that might be pre- 
sented as a basis for credit. 

Comptroller WilliamIs. Standard receipts? 

Chairman Moss. Yes ; as a basis of getting credit at banks. 

Comptroller Williams. An excellent plan. 

Chairman Moss. In your opinion, that would be wise legislation 
wnd supplemental credit legislation ? 

Comptroller Williams. Yes; it has worked out well so far in 
Georgia and South Carolina. 

Bepresentative Lever. In South Carolina. 

Senator Smith. The legislature is in session down in Georgia now. 

Chairman Moss. I think the cotton-standards act and the ware- 
house act in the South are making it much easier to finance agricul- 
tural operations in that section. 

Comptroller Williams. Beducing it to a scientific basis. 

Senator Hollis. I should like to also put this in the record: Mr. 
Flannagan, the secretary of our joint committee, who is a very 
sound banking expert, hands me a memorandum stating that the 
reason that $10,000 national banks should not be allowed is that the 
deposits and notes of such banks both constitute a part of the circu- 
lating medium of the country, and that deposits therein are unlim- 
ited, and hence the margin oi security to the public — which is the 
capital stock — ^is too small. That is the reply of a bank expert, and 
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I have no doubt that it is good* It is a matter of judgment, how- 
ever, when you come down to it, and I want to say here that when « 
the capitalization of national banks was reduced from $50,000 to 
$20,000 a few years ago these same arguments were presented then, 
and personally I am not clear that the time has not come to reduce 
it somewhat. It is a matter of judgment. 

Chairman Moss. I have asked the comptroller if he would be kind 
enough to have the clerks in his depaii;ment ascertain how many 
banks of $10,000 capital there are now under State charter in the 
United States and to place it in the record, and he has kindly agreed 
to do it. 

Comptroller Williams. There is one other point that may be of 
interest to your committee, and that rs an abuse that exists in some 
sections on the part of banks in paying excessive rates of interest upon 
deposits. They bid for a deposit at rates which make it impossible 
for them to relend the money at rates permitted by law and make a 
reasonable profit. 

Representative Hawley. What is an unjustifiable rate, in your 
judgment, on deposits? 

Comptroller Williams. I am inclined to think that there are few, 
if any, places where more than 4 per cent should be paid on deposits. 
There are some banks paying as high as 7 per cent. 

Representative Hawley. Do you think 4 per cent is a safe rate, 
speaking generally? 

Comptroller Williams. I thiuK that is a pretty high rate. I re- 
gard that as just about the maximum. I think that 3 per cent, even 
in rural communities, would be a more reasonable and a more natural 
rate, and that under certain conditions 3 per cent is an excessive rate. 

Representative Phelan. Have you figures in your office showing 
the different banks that pay 3 or 4 or 5 per cent, just for our informa- 
tion ? 

Comptroller Williams. I have them here. There is an Oklahoma 
bank that pays 7 per cent on deposits. Here is another one that 
pays 7. They pay 7 and charge 24. 

Senator Hollis. They can afford to! 

Senator Brady. That is not a bad investment. 

Comptroller Williams. Here are a number of banks that pay — 
a plenty of them — ^that pay 6 per cent. Here is Idaho. There are 
banks there paying 6 per cent. Here is one in Idaho that pays 7. 
There is one that pajrs 8. 

Here is Texas. Here is a bank in Texas paying a maximum of 8 
per cent on deposits and another one paying 7. I think that is all 
wrong, and I am not certain that it would not be well to have national 
legislation to govern in some proper wav the maximum rate of in- 
terest which should be offered by banks for deposits. 

Chairman Moss. What would be the effect, in your opinion, if Con- 
gress were to prohibit national banks from paying more than a cer- 
tain maximum rate on deposits and the State banks in the com- 
munity were to offer a higher rate on deposits ? 

Comptroller Williams. I have received a number of letters recently 
from sections where the rate paid on deposits is regulated by law 
and they are urging that we brinfy some pressure to bear on national 
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banks to reduce the rate. This writer says, " We are trying to bring 
the rate of interest down to a maximum of 4," if I recollect correctly, 
and he is urging the comptroller's office to cooperate. . I think here, 
as in the matter of interest rates on loans, it might be well for the 
Government in establishing rates and penalties to coordinate with the 
State authorities. 

Chairman Moss. Anything further? (After a pause.) Then I 
wish to express the obligation of the committee f oryour courtesy in 
appearing before us and discussing this question. The stenographer 
will present to you your remarks for correction and revision before 
printing. 

(The subcommittee then proceeded to other business, and, at 4 
o'clock p. m., adjourned to meet Wednesday, November 17, 1915, at 
10 o'clock a. m.) 
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MONDAY, NOVBMBEB 15, 1915. 

Congress of the United States, 
Subcommittee on Kural Credits, 

Washington^ D. C. 

The subcommittee, being in session, proceeded to hear the statement 
of Mr. C. W. Thompson. 

STATEMENT OF C. W. THOHFSOH, SPECIALIST IN CHABOE 07 
BITSAL OBOANIZATION, DEFABTMENT OF AOBICTTLTITBJL 

ChaiiTOan Moss. Mr. Thompson, what position do you hold in the 
Department of Agriculture? 

Mr. Thomfson. My title is specialist in charge of rural organiza- 
tion. 

Chairman Moss. How long have you held that position, Mr. 
Thompson ? 

Mr. Thompson. I have held that position since a year ago last 
July 1. - 

Chairman Moss. Will you kindly inform the committee what had 
been your experience before you became connected with that po- 
sition ? 

Mr. Thompson. It will be three years next June since I became 
connected with the Department of Agriculture. Previous to that, 
for three years I was connected with the State University of Min- 
nesota. I was a member of the department of economics, and was 
in charge of the bureau of research in agricultural economics. 1 
Was connected with university work 10 years previous to my joining 
the Department of Agriculture. 

Chairman Moss. The Secretary of Agriculture gave the committee 
to understand that you have conducted certain investigations in re- 
gard to the credit facilities and opportunities of farmers. Will you 
kindly explain to the committee what the organization of your office 
is in this regard, what research work has been conducted and what 
agencies you have employed in making such research? 

Mr. Thompson. Two years ago the Secretary requested that we 
undertake a study of rural credit conditions and agencies in this 
country. The study was, begun shortly after the United States 
Commission made its trip to Europe. Our facilities for this study 
were necessarily limited, and it was undertaken partly by means of 
questionnaire inquiries and partly by field study. The question- 
naires included the following: One sent out to five representative 
farmers in each county of the United States; another to the banks of 
the country; another to agricultural county agents or other county 
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representatives. Finally, still another was addressed to the 30,000 
local or township crop correspondents, who, as you know, are ac- 
customed to reporting regularly to the Bureau of Crop Estimates in 
the Department of Agriculture. The returns from these independ- 
ent lines of inquiry were brought together in columns, and in this 
way a comparison was made of the data secured for each locality or 
each region or State. Data have been secured with reference to 
costs for interest and commissions separately, and these two have 
been put together to get the total cost on farm mortgage loans. 
With reference to short-time loans, our figures show the nominal rate 
and the total cost. I have with me data on both mortgag * and short- 
time loans to farmers. 

Our study has also included the gathering of information with ref- 
erence to the leading agencies that supply loans, both mortgage loans 
and the so-called short-time farm loans. The best results have been 
secured through actual field study. We have also had the assistance 
of a few men scattered over the country, at different institutions, 
who have contributed special studies along certain lines. 

Chairman Moss. Can you give the conmiittee a summary? Do 
you consider your investigations have been thorough enough and com- 
plete enough so that considerable confidence may be attached to the 
results as you have summarized them? 

Mr. Thompson. I believe that such data as I shall undertake to 
present are based on sufficient information to make them a fairly 
reliable guide. 

Chairman Moss. Senator Brady asked whether or not the length 
of time of personal loans to farmers had been discussed by the com- 
mittee. Has that been considered in the course of your investigation ? 

Mr. Thompson. Our studies have included questions with reference 
to the usual length of time for which loans, either on personal security 
or on collateral securty, have been made. We do not know how long 
those loans would run in the aggregate — ^that is, including renewals — 
but as to the nominal length of time for which a loan is made we have 
information by States, and I could submit that. 

Chairman Moss. You do not have information as to whether or 
not the average length represents simply the time for which the note 
was given, whether it was taken up by renewal or taken up bj^ being 
paid off ? 

Mr. Thompson. We have some information with reference to the 
tendency to renewal, but it is impossible in the kind of inquiry we 
have made to get at the total length of time, including renewals. 

Chairman Moss. Does it also include the volume of indebtedness 
that exists in the agricultural sections for personal credits? 

Mr. Thompson. We have figures representing such loans made by 
banks, but not for the total amount. 

Chairman Moss. I would suggest, if there be no further questions 
that any member would wish to ask relating to the method of your 
investigation, that you give us a detailed statement, setting forth the 
information along the different lines, which would be of interest in 
the study which we are making. 

Mr. Thompson. I shall first present the average short-time interest 
rates, and the average total annual charge on short-time loans, by 
States. 
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(The statement referred to is as follows:) 



Exhibit A. 

Loans to fanners on personal security — Average rates for interest and for 

total cost. 



0«ognphic division and State. 


Average 

interest 

rate. 


cost.i 


1 
Geographic division and State. 

1 


Average 

interest 
rate. 


Averan 
tot^ 
oost.i 


New England: 

Maine 


6.5 
6.0 
5.9 
6.0 
6.1 
5.9 

5.9 
5.8 
5.9 

6.4 
6.9 
6.6 
7.1 
6.5 

8.3 
7.5 
7.7 
11.0 
9.8 
8.8 
7.5 

6.0 
6.0 
6.3 

1 


7.7 
6.4 
6.4 
6.5 
7.1 
6.2 

7.0 
6.6 
6.9 

7.2 
7.6 
7.4 
9.2 
7.0 

9.2 

7.9 
8.8 
11.8 , 
10.6 
9.3 1 
8.8 

6.2 
7.0 
8.2 

1 


South Atlantic-~Continned. 
West Virginia 


6.2 
6.6 
8.3 
9.6 
9.2 

7.3 

8.1 

10.0 

. 8.7 

9.9 

9.0 

12.5 

10.2 

11.1 
10.4 
10.2 
10.6 
11.4 
10.0 
8.8 

9.8 
8.4 
8.4 


6.0 


New Hamnshire 


North Carolina 


10. a 


Vcnnont 


Ronth Carolina 


10.6 


« MassachnMcts 


1 Georgia 


11.8 


RIi<v1a Tfflfui^ 


FlorBa. 


11.4 


Connecticat 

Middle Atlantic: 


East South Central: 

Kentucky 


8.8 


NewYork 


TffnFMwwe 


0.9 


New Jersey 


A^h^mA „-..,.., 


12.4 


Pennsylvania 

East NcHth Central: 

Ohio 


Mississippi 


10.8 


West South Central: 

Arkansas 


12.4 


TndiMifv , 


T/Ouisiana . . . x 


11.1 


Illinois 


Oklskhonia 


15.6 


MinliignTi 


Texas 


12.2 


Wisconsin 

West North Central: 


Mountain: 

M nnta^f^ , . 


12.1 


Mninegota 


Idaho 


11.6 


Iowa 


Wyoming 


11.0 


Missouri 


ColoradoT 


11.6 


North Dakota 


New Mexico 


18.8 


Sooth Dakota 


Arizona 

Utah 


11.1 


NAhraska. ... 


10.4 


i^ftisas 


Pacific: 

Washington 




Sooth Atlantic: 


11.4 


Delaware 


Oregon 


0.6 


Mftrylnn^ . t . r . 


rftiifiornift, 


0.4 


Virpttia 











1 Average of estimated total cost, including '^discounts, bonuses, commissions, and any other extra 
eharges/' as reported by correspondents. 

Mr. Thompson. The trouble with averages, of course, always is 
that they merge extremes, and when you take a large territory like 
a State you may not show some very important facts when you 
simply give the average for the State as a whole. After giving you 
the State averages I shall show the averages for districts within the 
States, though even then the averages do not tell the whole story. 

Chairman Moss. Which State, according to that table, has the 
lowest average rate and which State has the highest average rate? 

Mr. Thompson. The lowest average rate is found among the States 
of the New England group. They are much alike, as you see. 

Chairman Moss. What would represent, then, the lowest average 
rate? 

Mr. Thompson. The lowest average total rate — ^where we add the 
extra charge to the interest — is a trifle more than 6 per cent, as shown 
for Connecticut. 

Representative Phelan. Does this include all kinds of loans? It 
does not cover mortgage loans? 

Mr. Thompson. This is personal loans only. I believe the mem- 
bers will be interested in looking at the table. 

Chairman Moss. The 6.2 per cent rate in Connecticut seems to be 
the lowest. 

Senator Brady. Which are averages? 
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Mr. Thompson. All are averages by States, for each State as a 
whole. 

Chairman J|Ioss. Oklahoma is shown to have the highest rate. 

(At this point a general informal discussion took place.) 

Mr. Thompson. One column shows the nominal interest rate on 
short-time loans. We asked our correspondents to give us the total 
cost of loans on personal security, however, as well as the nominal- 
interest rate; and from their replies to this question we have com- 
puted the average total cost. 

Chairman Moss. Without objection, this will be incorporated in 
the record. 

Now, Mr. Thompson, you may give the figures. 

Mr. Thompson. As you see, the rate in the New England section — 
the average total cost— runs as low as 6.2 per cent in Connecticut, 
and 6.4 per cent in Vermont. It is 7 per cent in New York. Going 
into the east north central group the average total cost is 7.6 per 
cent in Indiana, 9.2 per cent m Michigan, and 7 per cent in Wiscon- 
sin. 

As you proceed further west and further south you will find a 
marked increase in the average total cost. In the Dakotas, for in- 
stance ; in South Dakota 10.6 per cent, and in North Dakota 11.8 per 
cent on personal security. 

In the Southern States we find a State average of 10.2 per cent in 
North Carolina, 10.5 per cent in South Carolina, and 11.8 per cent in 
Georgia. 

Senator Smith. To the farmer? 

Mr. Thompson. To the farmer. 

Representative Hawley. Mr. Thompson, do I understand that the 
figures upon which you have based these averages include all the loans 
in these States? 

Mr. Thompson. These averages are based on reports from all over 
a given State. They are all put together 

Kepresentative Hawley. What per cent of the loans in any State 
are represented in the figures you have upon which you base these 
figures? 

Mr. Thompson. We have taken reports from the different sources 
I mentioned a moment ago. For instance, from the crop reporters in 
each township we would have many reports for any given State, the 
number of reports varying with the size of State, of course. Each 
of these reporters gave the usual charge in his locality, and these 
averages are the averages of the reports from all parts of a given 
State. I have here a table (Exhibit B) which shows the variations 
in the interest rates reported from each State and the percentage of 
the total number of reports for each rate. 

(The table referred to is as follows:) 
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Exhibit B. 

Short-time loans to farmers on pertonal security— Per cent distribution of 
replies received according to interest rate reported. 





Per cent of total number of replies showing an intvest rate of 




QMgraphic dlvisioii mmI 
State. 


6per 
cent 


6per 
cent 


7per 
cent 


8per 
cent. 


Oper 
cent 


10 per 
cent 


11 per 
cent. 


12 per 
cent. 


IS per 

ceolof 

over. 


Kew England: 
Uftin^t 




78.3 
86.7 
89.6 
90.4 
83.3 
88.2 

93.8 
83.3 
84.6 

61.6 
37.6 
39.0 
24.1 
44.9 

8.7 

8.2 

11.0 


8.7 
7.1 


8.7 




2.2 




2.2 




N»w Ha^npRhire 


7.1 

10.6 

4.8 




Vermont. r 














Iffassachoaetts 


4.8 
16.7 




• 










Rhode Island 














Oonneotlcat 


11.8 

6.1 
16.7 
12.8 

3.3 

4.6 
.6 
.6 

9.2 

.5 
.4 
.3 














Kiddle Atlantic: 

New York 


1.0 














New Jersey 














p^tfffyjvnj^ia. , 


1.0 

20.3 
31.2 
67.1 
64.6 
28.1 

13.6 
28.0 
20.8 
1.8 
1.6 
8.2 
6.0 


.6 

14.8 

26.1 

1.6 

3.2 

16.7 

41.8 
63.4 
63.4 
6.7 
29.6 
40.7 
66.6 












East North Central: 

Ohio 












Indiana 


"■*6.*3" 

.5* 

6.2 


.6 
1.8 
2.8 
1.6 

28.4 








RUnois 








M1nh%nn 


a6 


4.1 


0.9 


WisfA^sffl .... 




West North Central: 

Minnesota 




1.0 




Iowa 




Missouri 


.3 
1.7 
3.2 
6.0 
4.9 


2.7 
29.6 
43.6 
42.9 
19.7 


"■*4."6' 

2.7 
.4 
.4 


1.6 

67.3 

18.3 

.4 

.7 




North Dakota 










1.0 


Nebraska 


.4 
.4 


1.8 
1.4 

100.0 
94.3 
82.6 
90.2 
76.7 


.4 






South Atlantic: 

Delaware 




^'Hnrland 


2.9 
.8 


........ 

2.0 
4.7 
3.0 
6.1 


2.9 
9.9 
6.9 
14.8 
82.8 
61.1 
38.6 

34.3 
36.0 
36.6 
61.1 

7.2 

66.0 

4.4 

12.1 

2.7 
3.8 
12.8 
12.3 
4.3 
30.8 
60.0 

29.6 
67.3 
42.6 












VWffilft. . 


.8 


1.7 








WMtV1r^% 




2.0 

■*"*3.*6" 

11.7 
2.3 

.6 

"*i7.*2' 




North Carolina 




.7 
4.0 
2.9 
9.1 

1.2 
2.3 

"**2.'6' 

.6 
4.0 

.4 
2.0 

2.1 
2.8 

"'ii'h' 
"i.'s* 

9.9 


2.0 

7.1 

18.2 

47.7 

11.8 
26.7 
83.8 
26.2 

90.2 
29.4 
44.9 
60.9 

37.3 
64.6 
66.3 
42.4 
31.9 
30.8 
26.0 

42.0 
29.3 
17.7 


1.4 

""i.T 

2.3 

.*6' 

.7 


,7 


Soath Carolina 






Qwr^ 




.7 


8.8 


Florida 






Bast South Central: 

Kentucky 




46.0 

27.9 

2.1 

4.0 


7.1 
4.1 
1.4 
4.0 




Tenneffiwe 




2.8 


AlaVnma ..... . ^ . 




8.S 


Mbsl"?s«ppi... 


• 


2.7 


West South Central: 




1.0 

""2,2 

.8 

1.3 
8.9 

10.6 
5.7 
8.6 

16.4 

3.7 


""6.*4" 
19.4 
6.6 

68.7 
20.3 
12.8 
29.2 
48.9 
23.1 
6.3 

21.0 


1.0 


lytnMan^ ............... 




1.3 
.04 


1.3 

""i'.z 


2.7 


Obff^homa 




28.2 


Tflxflis 




6.3 


Mountahi: 

Montana. 








Idaho 






1.3 
2.1 
1.9 




Wyoiping 






4.2 


Colorador. 






6.6 


New Mexico 






6.4 


Arizona. 




•••••••• 






Utah 






6.3 

2.6 

8.0 

17.7 




Pacific: 

Washington 







i.a 


Oregon T. 




4.0 
6.0 




CjSanmW^ 






7.1 











Representative Hawley. What variation from those figures do you 
suppose there would be if the banks in any State or in each of these 
States should make a report of all other loans for a given period, for 
short-term purposes to farmers? Do you think your figures would 
correspond with what such reports would show ? 

Mr. Thompson. The banks were asked to give up reports of the 
usual charges in their localities, and we have computed averages 
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from these reports and compared them with the figures obtained from 
other sources. 

Senator Smith. Did vou find that the reports from the banks were 
similar to the reports of your township ai^ents? 

Mr. Thompson. Very similar, with reierence to the nominal rates, 
but when it came to the extra charges then we found that the reports 
I will show you now run higher than the nominal rates reported by 
the banks. 

Kepresentative Hawley. The question I had in mind was based 
upon these figures left here by the comtroUer. ■ 

Mr. Thompson. Yes. 

Representative Hawley. And the very high rate given here seems 
to me would have a very material influence in changing some of those 
figures. 

Mr. Thompson. Yes. 

Representative Hawley. What I think the committee would like 
to know is the actual fact, what the farmer is actually paying, not 
what might be supposed by any given set of persons to be the usual 
rate, and the additional charges the farmer is actually paying under 
the present conditions. 

^ Senator Smith. As I understand you, Mr. Thompson, these figures 
give, in your judgment, what is the substantial rate that the farmers 
actually pay ? ' 

Mr. Thompson. It reflects what would be the average rate if you 
could take all the farmers and bring the extremes together and get 
the average for the whole ; yes. 

Senator Brady. As an illustration, the figures furnished by the 
comptroller give very high averages. 

Senator Smith, fle has picked the ugliest cases that he might illus- 
trate the evil. 

Representative Hawley. T^Tiat I had in mind was what propor- 
tion the cases you call " ugly cases " hold to the total number of loans 
made to farmers throughout the country. If they hold a very high 
ratio 

Senator Smith. They can not hold a very high ratio, or else if 
they do there are an equal proportion that hold a much lower ratio. 
Mr. Thompson is giving us the average. 

Representative Hawley. I was just inquiring for my own infor- 
mation as to the method. 

Senator Smith. My own information would be that the very high 
rates are small in number and the very low rates are small in num- 
ber, and that probably 80 per cent would take the rates that you 
have given, practically. 

Representative Phelan. Do those averages include rates where 
loans have been made by private individuals as well as from banks, 
or is it confined particularly to banks? 

Mr. Thompson. These refer to all loans to farmers. 

Representative Phelan. That includes private individuals, as well 
as banks? 

Mr. Thompson. Yes. 

Senator Hollis. Before we leave that sheet, Mr. Thompson, I 
want to ask you what is the lowest rate for any purpose in any State, 
according to your table? 

Mr. Thompson. You refer now to personal loans? 
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Senator Hollto. For any purpose — farm mortgages. 

Mr. Thompson, You asked me for the average for the State ? 

Senator Holms. I asked you for the lowest average shown on your 
sheet for any State. 

Mr. Thompson. You can see it here under the New England 
States. 

Senator Smith. These are not mortgage loans with which you are 
dealing at all i 

Mr. Thompson. No. sir. 

Chairman Moss. Mr. Thompson, you may proceed with the ex- 
planation of your table. 

Mr. Thompson. The total costs on loans are shown to be highest 
in the southern and Eockv Mountain section. The extreme State 
average is Oklahoma, 15.6 per cent. 

Chairman Moss. This sheet will appear in the record. 

Mr. Thompson. We have assembled data by districts within States, 
and in doing so we have followed the subdivisions used bjr the Bureau 
of Crop Estimates. They divide each State into nine districts, that 
way [illustrating on diagram], and by that means you can pick out 
any given district and you know where it is in that State, and our 
averages are shown by districts. 

Chairman Moss. How are those districts laid off ? 

Mr. Thompson. One, two, three — from left to right. 

Chairman Moss. One, two, three on the north ? 

Mr. Thompson. Yes. 

Chairman Moss. Four, five, and six across the central ? 

Mr. Thompson. Yes. 

Chairman Moss. And seven, eight, and nine in the south? And 
that is the way in which the reports are made ? 

Mr. Thompson. Yes. 

Chairman Moss. Three in the north, three in the central, and three 
in the south in each State? 

Mr. Thompson. Yes. In a few States there will be an exception 
to this numbering because of the peculiar shape of the State. For 
instance, if a State is very long and narrow it may be that we will 
not have more than two at the top. 

Senator Smith. That will be the exception and not the rule? 

Mr. Thomrson. That will be the exception and not the rule. And 
all the districts can be located by a map and diagrams which I could 
furnish you in case there was any question about a particular dis- 
trict. 

Secretary Flannagan. Does the Department of Agriculture intend 
to publish all this data ? 

Kepresentative Hawley. It may be that they are not going to pub- 
lish it for three or four months, and we must have it immediately. 

Senator Brady. I think this is very important information and 
that we should have it published at the earliest possible date. 

Chairman Moss. Proceed by giving a general explanation of your 
tables. 

Mr. Thompson. Here is a table (Exhibit C) show^ing the interest 
rates and the total costs for loans to farmers on personal security, 
by districts. 
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(The table referred to is as follows:) 

Exhibit C. 

Loans to farmers on personal securitu — Average rates for interest and for total 

cost^ hy States and districts. 



Oeographic division^ State, 
and district. 



MSW INOLAND. 



Maine 

New Hampshire. 

Vermont 

liasaaohusetts... 
Rhode Island.... 
Oomieotiout 



IIIDDLK ATLAlVnC. 



New York.... 

District 3. 

Districts. 

District 4. 

Districts. 

District 6. 

District?. 

Districts. 

District 9. 
New Jersey... 
Pennsylvania. 

District 1. 

District 2. 

Districts. 

District 4. 

Districts. 

District e. 

District?. 

Districts. 

District j). 
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Ohio 

District 1.. 

District 2.. 

Districts.. 

District 4.. 

Districts.. 

District 6.. 

District?.. 

Districts.. 

District 9.. 
Tnd iftTift 

District 1.. 

District 2.. 

Districts.. 

District 4.. 

Districts.. 

Districts.. 

District?.. 

Districts.. 

District 9.. 
nilnols 

District 1.. 

Districts.. 

District 4.. 

District 4a. 

Districts.. 

Districts.. 

District Sa. 

District?.. 

District 9.. 



Loans on personal 
security. 



Average 

interest 

rate. 



S.S 
ft.0 
S.9 
S.0 
0.1 
S.9 



S.9 
S.S 
6.0 
6.0 
S.9 
S.9 
6.0 
6.0 
6.0 
S.S 
S.9 
6.1 
6.0 
S.9 
6.0 
S.S 
6.0 
S.9 
S.6 
S.? 



6.4 
6.9 
S.9 
6.3 
6.4 
6.S 
6.2 
6.S 
?.0 
6.3 
6.9 
?.l 
6.9 
6.4 
?.S 
6.? 
6.4 
?.S 
7.0 
6.6 
6.6 
6.4 
6.2 
6.4 
6.6 
6.8 
6.? 
6.9 
6.S 
?.4 



Average 
total 
cost.^ 



(«) 



?.? 
6.4 
6.4 
6.S 
?.l 
6.3 



7.0 
6.S 
6.6 
7.3 
6.S 
7.4 
7.1 
7.3 
7.1 
6.6 
6.9 
7.S 

6.3 

6.S 
6.6 
7.S 
7.4 
7.1 
6.4 



7.2 
7.9 
6.2 
7.1 
6.9 
7.7 
6.7 
6.9 
7.3 
6.9 
7.6 
7.6 
7.9 
6.6 
S.2 
7.S 
6.9 
S.3 
7.9 
7.S 
7.4 
6.9 
6.7 
7.4 
7.3 
6.S 
7.4 
7.8 
7.7 
9.3 



Geographic division, State« 
and district. 



BAST NOBTH CSHTBAL— CCQ. 



lOdilgan 

Dbtrict 1. 

District 2. 

Districts. 

District 4. 

District S. 

Districts. 

District 7. 

District 8. 

District 9. 
Wisconsin 

District 1. 

District 2. 

Districts. 

District 4. 

District S. 

Districts. 

District 7. 

District S. 

District 9. 
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Minnesota 

District 1.. 

District 2.. 

District 3. . 

District 4.. 

Districts.. 

Districts.. 

District?.. 

Districts.. 

District 9.. 
Iowa 

District 1.. 

District 2.. 

Districts.. 

District 4.. 

Districts.. 

Districts.. 

District?.. 

Districts.. 

District 9.. 
Missouri 

District 1.. 

District 2.. 

Districts.. 

District 4.. 

Districts.. 

District 6., 

District?.. 

Districts.. 

District 9.. 
North Dakota 

District 1.. 

District 2., 

Districts.. 

District 4.. 

Districts.. 

Districts.. 

District?.. 

Districts.. 

District 9., 



Loans on personal 
security. 


Average 
interest 


Average 
total 


rate. 


oost.i 


7.1 


9.3 


7.S 


9.8 


7.8 


&7 


7.9 


14.1 


7.0 


10.7 


7.9 


11.3 


8.4 


10.8 


6.7 


&1 


6.S 


7.8 


6.S 


7.4 


6.S 


7.0 


7.8 


8.4 


6.9 


7.8 


7.0 


8.1 


6.6 


7.3 


6.4 


6.7 


5.S 


6.8 


6.7 


6.8 


6.2 


6.8 


S.7 


6.1 


8.8 


9.3 


9.S 


10.6 


10.0 


1L4 


(«) 


<•> . 


8.6 


8.7 


8.0 


9.0 


8.3 


9.4 


8.4 


9.0 


7.4 


8.4 


6.7 


6.9 


7.S 


7.9 


7.9 


7.9 


7.7 


8.3 


7.1 


7.8 


7.9 


8.2 


7.2 


7.4 


6.8 


7.4 


7.7 


8.7 


7.7 


8.3 


6.9 


7.3 


7.7 


8.8 


7.3 


7.9 


7.6 


8.0 


7.2 


8.0 


7.5 


8.1 


?.? 


9.3 


7.4 


8.6 


8.0 


8.6 


8.3 


13.0 


8.S 


9.5 


11.0 


11. S 


11.6 


13.5 


11.6 


13.3 


10.3 


U.3 


11.4 


13.3 


11.2 


13.0 


9.6 


9.7 


11. S 


12.2 


11.1 


11,7 


10.2 


10.6 



' Average of estimated total cost, including "discounts, bonuses, commissions, and any other extra 
charges," as reported by correspondents. . ^. ^ , . 

i Data at hand not sufficient to warrant the showing of a district average. 
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Loans to farmerB on personal security, etc, — Ck>ntiniied. 



Geographic division. State, 
and district. 


Loans on personal 
security. 


Geographic division. State, 
and district. 


Loans 00 
secu 


per^nal 
rlty. 


Average 

interest 

rate. 


Average 
total 
cost. 


Average 

interest 

rate. 


Average 
total 
cost. 


▼EST NOBTH CENTRAL— COD. 

South Dakota 


9.8 
10.7 
9.9 
9.S 
10.1 
9.S 
S.7 
ll.S 
11.6 
S.S 
8.S 
9.S 
9.S 
8.S 
9.S 
9.0 
7.7 
9.5 
9.2 
7.S 
7.5 
9.6 
8.4 
S.O 
10.2 
7.9 
7.9 
10.2 
8.7 
8.1 

6.0 
6.0 
6.2 
6.0 
6.0 
6.0 

6.0 
6.3 
6.0 
6.4 
6.2 
6.0 
6.1 
6.4 
7.3 
6.2 
S.9 
6.0 
6.0 
7.7 
6.4 
6.0 
6.0 
6.6 
6.S 
6.0 
6.0 
6.3 
6.5 
7.8 
6.S 
6.8 
6.8 
8.S 
8.S 
8.0 


10.6 

12.4 

11.4 

10. S 

10.6 

9.9 

9.1 

12. S 

12.4 

8.9 

9.3 1 

10.2 

10.4 

8.8 

10.6 

9.1 

8.3 

10.4 

9.9 

8.3 

8.8 

10.1 

8.9 

8.6 

0) 
8.0 
8.1 
10.9 
9.6 
8.4 

6.2 
7.0 
7.4 
6.4 
6.4 
8.0 

7.5 
8.2 
7.0 
9.1 
10.2 
7.6 
7.5 
8.1 
8.2 
6.9 

0) 
7.0 

0) 
8.4 

7.3 
10.2 
9.9 
9.8 
13.1 
8.3 
9.1 

U.7 
10.0 
U.0 
14.0 
10.5 
10.5 
9.4 


SOUTH ATLANTIC— coDtinned. 

South Carolina— Continued. 
Districts 


8.2 
8.2 
8.2 

0) 
8.2 
9.6 
9.9 
8.7 
8.6 
9.8 
10.4 
10.0 
9.2 
10.6 
8.0 
9.2 
9.S 
9.3 
8.9 
9.1 

7.3 
7.3 
6.9 
7.3 
6.3 
7.6 
8.7 
7.2 
7.0 
8.1 
8.1 
8.9 
7.9 
6.6 
10.4 
7.6 

«..5 
7.4 
8.0 

10.0 
9.4 

12.0 
9.8 
9.4 
9.5 

10.7 
8.9 
9.5 

10.6 
8.7 
8.5 
8.3 
8.6 
9.8 
8.9 
8.1 
8.5 
8.6 
8.3 

9.9 

9.7 

10.4 




District 1 


11.2 


District 2 


District4 


10.0 


Districts 


Districts 


10.3 


District 4 


Districte 


(0 


Districts 


Districts 


n.9 


District 6 


Geoi^ia 


11.8 


Distrtet 7 


Districtl 


12.1 


Districts 


District 2 


11.5 


District 9 


Districts 


10.8 


Nebraska 


District 4 


13.1 


District 1 


Districts 


11.8 


District 2 


Districte 


12.9 


Districts 


District? 


11.0 


District 4 


Districts 


11.8 


Districts 


District9 


11.4 


District 6 


Florida 


11.4 


District? 


Districtl 


11.0 


Districts 


Districts 


11.4 


District 9 


Districts 


13.4 


Kansas 


District 8 


9.8 


District 1 


KAST SOX7TH CENTRAL. 

Kentucky 




District 2 




Districts 




District 4 


8 8 


Districts 


Districtl 


9.2 


District 6 


District 2 


8.2 


District? 


Districts 


9.1 


Districts 


Districts 


7.5 


District9 


Districte 


9.0 




District? 


10.3 


SOUTH ATLANTIC. 


District 7a 


9.2 




Districts 


8.4 


Delaware 


District9 


9.3 


Maryland 


Tennessee 


9.9 


district 1 


Districtl 


10.3 


District 2 


D istrict 2 


9.8 


Districts 


Districts 


8.8 


Districts 


District4 


11.1 


District 6 


Districts 


9.0 


Districts 


Districte 


(0 


Vlrg^ia 


District? 


^13. 1 


District 2 


Districts 


8.8 


District 4 


District9 


8.7 


Districts 


Alabama 


12.4 


Districte 


Districtl 


11.5 


D istrict 7 


District2 


15.8 


Districts 


Districts 


12.0 


District9 


District 4 


10.0 


West Virginia 


District 5 


12.6 


District^ 


Districte 


12.8 


District 2 


District? 


10.3 


Districts 


District 8 


11.8 


District 4 


District 9 


12.5 


Districts 


Mississipr 1 


10.8 


Districte 


Districtl 


n.i 


District S 


District2 


10.3 


Nwth Carolina 


Districts 


9.5 


Dlstrictl 


District4 


11.8 


District 2 


Districts 


13.5 


Districts 


Districte 


10.1 


District4 


District? 


10.4 


Districts 


District 8 


11.2 


Districts 


District9 


9.7 




WEST SOUTH CENTRAL. 

ArkftT^tflts T T - , r 


• 


Districts 




District9 




South Ccurolina . . ? 


12.4 


District 1 


Districtl 


10.0 


Distrlct2 


District 2 


13.4 



1 Data at hand not sufficiept to warrant the showing of a district average* 
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Loans to fanners on personal security, etc, — Ck>]itlinied. 



Geographic diviRion, State, 
and district. 


Loan8 on personal 
security. 


Geographic division. State, 
and district. 


Loans on personal 
security. 


Average 

interest 

rate. 


Average 
total 
cost. 


Average 

interest 

rate. 


Average 
total 
cost. 


WB8T SOUTH CENTKAL— COD. 

Arkansas— Continued . 

Districts 


9.9 

9.9 

9.8 1 

9.8 

9.8 

10.2 

9.8 

9.0 

10.5 

9.3 

9.1 

8.0 

9.2 

8.3 

8.5 

8.5 

8.2 

12.5 

11.2 

10.4 

12.1 

12.2 

12.7 

13.8 

12.2 

13.2 

14.4 

10.2 

11.1 

10.2 

10.9 

10.0 

10.4 

9.9 

10.3 

9.3 

9.4 

11.1 
12.0 
11.3 
11.4 
11.3 
10.8 
11.6 

0) 
11.3 
10.3 
10.4 
10.7 


12.0 
13.1 
12.3 
12.7 
12.3 
11.7 
12.2 
11.1 
13.0 
11.0 

9.8 , 
11.7 
11.2 : 
10.0 ! 
12.4 , 

9.8 , 
10.4 
15.6 , 
14.6 , 

11.4 1 

11.5 1 

16.5 : 

16.0 , 

19.2 

15.4 

16.6 

18.2 

12.2 

12.7 

12.8 1 

13.9 ' 
10.9 
11.7 
11.5 
14.6 
10.4 
10.4 

1 
1 

12.1 

15.0 

12.3 

12.0 

12.5 

11.5 ! 

13.7 

0) 
12.5 
10.4 
11.5 
11.6 


MOUNTAIN— continued. 

Idaho— Continued. 

District 2 


('J 
0) 
10.4 

10.2 

10.1 

10.5 

10.2 

10.6 

10.3 

8.4 
10.3 
10.8 

9.9 
10.3 
IS.O 
12.1 
10.1 
11.4 
10.0 

8.8 

9.8 
9.3 
11.2 
10.8 
9.0 
11.1 
9.8 
8.4 
9.7 
9.8 
8.4 
8.0 
9.1 
9.0 
7.8 
8.5 
8.7 

7.3 
8.8 
8.2 
7.9 
7.6 
8.9 
10.0 

0) 
8.4 


0) 


District 4 


District 4 


W 


D istrict 6 


District 5 


11. a 


District 6 


District 7... 


12.8 


District 7 


District 8 


11.4 


District 8 


District 9 


11.3 


District 9 


Wyoming 


11.0 


LouisiftTia 


Colorado 


11.5 


District 1 


District 1 


10.7 


District 2 


District 2 


8.8 


District 3. 


District S 


10.9 


District 4 


District 4 


11.9 


District 5 


District 5 


11.1 


District 6 


District 6 


11.2 


District 7 


District 7 


13.6 


District 8 


District 8 


(0 


District 9 


District 9 


10.8 


Oklftbnmft. . 


New Mexico 


13.8 


District 1 


Arizona 


11.1 


District2 


Utah 


10.4 


Districts 


PACIFIC. 

Washington 




District 4 




District 5 




District 6 


11.4 


District 7. 


District 1 


13.2 


District 8 


District 2 


13.5 


District 9 


Districts 


12.3 


Texas 


District 4 


10.5 


District 1 


Districts 


13.9 


District 2 


District 6 


11.0 


District 3 


District7 


11.1 


District 4 


District 8 


10.8 


District 4a 


District9 


9.8 


Districts 


Oregon - 


9.6 


District 6 


District 1 


9.6 


District 8 


District 2 


9.5 


District 9. 


Districts 


9.1 




District 4 


8.8 


MOTTNTATW 


District 5 


11.5 




District 7 


9.7 


Mont^Tif^ . . . . 


District 8 


(*) 


District 1 


District 9 


0) 


District 2 


California 


9.4 


Districts 


District 1 


9.4 


District4 


District 2 


9.4 


District 5 


District 3 


9.6 


District 6 


District 4 


8.6 


District 7 


Districts 


9.1 


District 8 


District 5a 


9.7 


District 9 


District 6 


10.4 


Idaho 


D Istrict 6a 


0) 


District 1 


Districts 1 


9.4 









» Data at hand not sufficient to warrant the showing of a district average. 

Mr. Thompson. In looking over these reports by districts we see 
how far the returns by districts conform to the State average and 
how far they represent variations from that average. In certain 
States we find fairly uniform reports. I will select a few by way of 
illustration. For instance, in Indiana, where the State average is 
7.6 per cent, we have 7.5, 7.9, and 6.6 in the north; 8.2, 7.5, and 6.9 
across the center; and 8.3, 7.9, and 7.5 in the south. 

Chairman Moss. In that connection, Mr. Thompson, were there 
any factors pointed out or called to your attention as to what caused 
the variation in the different districts? 
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Mr. Thompson. Yes, Let us take a State like Iowa and not« just 
how the figures run there, where the State average is 7.9 per cent. 
The top row is 7.9, 8.2, and 7.8. Then, the second row is 8.2, 7.4, and 
7.4; and in the south, 8.7, 8.2, and 7.2. In other words, the rate in- 
creases as you get away from the financial centers. 

Representative Ha^^tley. That is, the west side of the State has a 
higher rate than the east side? 

Mr. Thompson. Yes; except that the northwestern district has a 
lower rate because of its proximity to Sioux City. 

Let us next consider the case of Wisconsin. Wisconsin has an 
average total rate of 7 per cent. The three districts across the top [in- 
dicating], away up in the northern part of the State, are relatively 
undeveloped, and have the following averages: 8.4, 7.8, and 8.1. 
Coming down to the second tier, you have 7.2, 6.7, and 6.3. Now, 
notice the lowest row, the bottom or southern row, in Wisconsin: 
There you have 6.8, 6.3, and 6.1, and you notice the 6.1, the lowest 
average, is for the district nearest to Chicago. 

Senator Smith. It is also the section that has more diversified 
agriculture, selling the entire ^ear through. 

Mr. Thompson. Yes; and it is also a section that has relatively 
a very large amount of local capital available for loans, and that is 
a very important factor. 

Representative Phelan. What is the average rate for Wisconsin? 

Mr. Thompson. The average total rate for Wisconsin is 7 per 
cent. There are other States that correspond to the one I have 
just cited there. Take, for instance, the State of Minnesota. The 
average total cost for the State is 9.2 per cent. If you take the tier 
at the top of the State you have 10.6 and 11.4, the highest rate 
being in the north central part of the State. If we were to take the 
figures I cited for mortgage loans, you would find similar con- 
ditions, the highest figures being right up there [indicating] in the 
north central part, away up in the woods. The second tier, districts 
4, 5, and 6, shows 8.7, 9, and 9.4. 

Notice the southern districts [indicating]. Their averages from 
west to east are 9, 8.4 and 6.9. The interesting part there is that 
the averages for personal loans vary about 1 per cent between each 
district, while the figures for mortgage loans are practically the 
same in these districts. This is explained by the fact that the mort- 
gage rates are dependent upon other considerations than those that 
establish the short-time rates for a given district. In other words, 
the capital that goes into the one presents problems different from 
that which goes into the other. 

Senator Smith. The stable value of the land is the same? 

Mr. Thompson. Yes. 

Senator Smith. But the character of the call for money is so dif- 
ferent that the loan rate on the money must be higher? 

Mr. Thompson. Yes; and the sources of supply for the two kinds 
of capital are different. 

Senator Smith. I have in mind that a steady, all-the-year demand 
brings a source of supply at a much lower rate than a temporary 
demand during only a portion of the year. 

Mr. Thompson. Yes. 
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Senator Smith. And that that is one of the great difficulties about 
rural credits. 

Mr. Thompson. Yes. 

Chairman Moss. Is it your belief, Senator, that the frequency 
with which any class of borrowers apply to a bank for accommo- 
dations has any influence upon the rate which that particular class 
of people get? The thought that occurs to my mind is this, that 
merchants and manufacturers are almost constant customers of a 
bank, and a farmer is only an occasional customer. 

Senator Smith. It is the steady demand for the money that gets 
the money utilized and makes the use of the money pay. Sporadic 
demand necessarily does not meet with supply as steady demand 
meets with it, and therefore sporadic demand, unless we can do some- 
thing to help overcome it, must necessarily place heavier burdens 
upon the borrower or more difficulties will surround him in obtain- 
ing it. 

Mr. Thompson. The reaction from differences in natural condi- 
tions is shown in comparing the figures by districts in Nebraska and 
Kansas. I will call off figures from one of these States. Take, for 
instance, the State of Nebraska. There the average for personal 
loans is 9.3 per cent. Eeading across from the west to the east, 10.2, 
10.4, 8.8 in the north; 10.6, 9.1, and 8.3 in the center; 10.4, 9.9, and 8.3 
in the south. 

To read it another way, in the case of Nebraska, I will read dis- 
tricts 3, 6, and 9. 

Chairman Moss. TheJ^ are the western districts, are they not? 

Mr. Thompson. They are the eastern row; you will see how they 
look : 8.8, 8.3, and 8.3. 

Senator Hoixis. Those are on the edge of the State, where the soil 
is rich. 

Mr. Thompson. And rainfall relatively abundant. 

Senator Hollis. And business is heavv. • 

Mr. Thompson. And climatic conditions favorable. 

Senator Brady. You will please read the western districts in 
Nebraska. 

Mr. Thompson. The western row : 10.2, 10.6, and 10.4. 

Senator Brady. A very material difference. 

Senator Hollis. That is in a dry part of the State? 

Mr. Thompson. Yes. The same peculiar changes apply if you 
take Kansas or South Dakota or North Dj^kota ; you will find exactly 
the same variation. 

Chairman Moss. In the case of those States we will also find a 
variation in mortgage rates, will we not? 

Mr. Thompson. If I cited the mortgage rates, you would find that 
they varied in exactly the same way. 

Senator Brady. Do you think the relative positions of mortgage 
loans and personal loans are the same in the same territory? 

Mr. Thompson. When you take a State like Kansas or Nebraska, 
where fundamental climatic conditions have such an important effect, 
you will find a correspondence between short-time rates and long-time 
rates. 

Senator Smith. But ordinarily not; in most States not? 

Mr. Thompson. There are other factors, of course, that affect 
either set of interest rates, and one has to take any given State and 
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look at it and discuss its conditions in order to explain why the varia- 
tions are there. 

Senator Smith. Undoubtedly ; the fact that you are able to account 
for th^e variations leads you to believe that vour data are correct! 

Mr. Thompson. That is a very important check, of course. 

Chairman Moss. What are tne principal factors that you have 
found ? Just name them in this connection. 

Mr. Thompson. If the committee will permit me, I would like to 
discuss a number of them ; but it is going to take more time than you, 
perhaps, wish to take just now. 

Senator Hollis. No, no ; we would be glad to hear you. 

Chairman Moss. The question I want to ask, in discussing the fac- 
tors, Mr. Thompson, is how far the Federal reserve, in granting a 
imif orm rate to apply to a Federal district, has removed these di&r- 
ences. The districts to which you are calling attention are very 
much smaller than the Federal reserve districts, and I understand 
that the rates granted by the Federal Keserve Board are uniform 
over a Federal reserve district. The point I want discussed is how 
far this uniform rate granted by the Federal Keserve Board has 
modified these differences. How late have you brought your data 
down ? 

Mr. Thompson. Our latest figures have been gathered in the spring 
and during the summer. 

Chairman Moss. That would indicate that the ojperation of the 
uniform rate granted by the Federal Keserve Board has not, up to 
this time, removed the differences existing, even in a State. 

Senator Smith. I would think it would be impossible that it should 
have done so. Its operation is just beginning to develop. 

Chairman Moss. I recognize that. Senator; at the same time I 
think the fact should appear in the record. 

Senator SMirn. I would not like it to be considered that the 
beneficial effect of the Federal reserve act is yet illustrated in our 
rural credits. I think we can hope for a great deal of additional 
benefit during the next two or three years, as we adapt ourselves to it, 
that has not yet been reached. 

Mr. Thompson. My understanding from the remark made a mo- 
ment ago was that you desired data on mortgage loans as well? 

Senator Hollis. I think it ought to be published together, if you 
are willing. We would like to have it. I think it is better to have it 
come that way. * 

Chairman Moss. Very well, if that is the pleasure of Senator 
Hollis. 

Mr. Thompson. It will take time to present the other data. If 
that is the pleasure of the committee, I will show you 

Senator Brady. If it is going to be presented now, would it not 
be better to come in at a different part of his statement, so that you 
can see one separate from the other, or do you wish them both 
together? 

Senator Hollis. I think they had better come right along, and 
then we can pick them out. 

Mr. Thompson. Here is a table showing the average mortgage 
interest rates and average commissions, and also the totals, by States. 
(Exhibit D.) 

45712—16 7 



98 



RURAL CREDITS. 



(The table referred to is as follows:) 

Exhibit D. 
Farm mortgage loans — average rates f or- interest ^and commission. 



Geographic division and 
State. 



New England: 

Maine 

New Hami)shire 

Vermont 

Massachusetts... 

Rhode Island... 

Connecticut 

Middle Atlantic: 

New York 

New Jersey 

Pennsylvania... 
East North Central: 

Ohio 

Indiana 

Illinois 

Michigan 

Wisconsin 

West North Central: 

Minnesota 

Iowa 

Missouri 

North Dakota... 

South Dakota... 

Nebraska 

Kansas 

South Atlantic: 

Delaware 

Maryland 

Virginia 



Aver- 


Aver- 


age 
inter- 


age 
annual 


est 


com- 

• 


rate. 


mw- 
sion.i 


6.1 


0.1 


5.3 


(*) 


5.6 


(1) 


5.6 


(f) 


5.7 


.2 


5.7 


(«) 


5.5 


.1 


5.5 


.3 


5.5 


.3 


5.9 


.2 


5.8 


.4 


5.7 


.3 


6.3 


.3 


5.7 


.1 


6.3 


.5 


5.6 


.3 


6.2 


.6 


6.9 


1.8 


7.0 


1.0 


6.3 


.8 


6.1 


.8 


5.6 


(«) 


5.7 


.4 


1 6.1 

1 


.7 



Inter- 
est 
plus 
com- 
mis- 
sion. 



6.2 
5.3 
5.6 
5.6 
5.9 
5.7 

5.6 
5.8 
5.8 

6.1 
6.2 
6.0 
6.6 
5.8 

6.8 
5.9 
6.8 
8.7 
8.0 
7.1 
6.9 

5.6 
6.1 
6.8 



Qeographic division and 
State. 



South Atlantic— Contd. 

West Virginia 

North Carolina 

South Carolina 

Georgia 

Florida 

East South Central: 

Kentucky 

Tennessee 

Alabama 

Mississippi 

West South Central: 

Arkansas 

Louisiana 

Oklahoma 

Texas 

Mountain: 

Montana 

Idaho 

Wyoming 

Colorado 

New Mexico 

Arizona 

Utah 

Pacific: 

Washington 

OreKon 

Caliiomia 



Aver- 


Aver- 


age 
inter- 


annual 


est 
rate. 


com* 
mis- 
sion.i 


6.2 


0.2 


6.3 


1.4 


7.8 


.6 


7.6 


1.1 


9.0 


.6 


6.7 


.4 


7.3 


.6 


8.7 


.7 


&0 


.5 


9.0 


.6 


8.2 


.4 


6.6 


1.8 


8.4 


.6 


8.4 


1.6 


8.2 


.7 


9.2 


.8 


&3 


.6 


9.7 


.8 


9.1 


.3 


8.6 


.4 


7.9 


.8 


7.7 


.3 


7.4 


.2 



Inter- 
est 
plus 
com- 
mis- 
sion. 



6.4 
7.7 
8.4 
8.7 
9.6 

7.1 
7.9 
9.4 
8.5 

9.6 
8.6 
8.4 
9.0 

lao 

8.9 

lao 

8.9 

10.6 

9.4 

9.0 

8.7 
8.0 
7.6 



> Where the report shows a commission paid once for all in advance on a loan running more than one 
year, the equivalent annual commissk>n is used. 
* Less than one-tenth of 1 per cent. 

Senator Smith. Those are the mortgages? 

Mr. Thompson. Those are the interest rates and commissions on 
mortgage loans. You will notice that the commiss\pns are especially 
high in North Dakota, Oklahoma, Montana, and Oeorgia— those four 
States. You will notice that commissions are relatively insignificant 
in the New England States, and as you go on through New York- 

Senator Hollis. Why does Connecticut have nothing of the kind? 
There must be some reason for that. 

Mr. Thompson. Such reports as we^have been able to get show 
that they are so slight that there is hardly anything to put down. 

Senator Hollis. How do you account for that? 

Mr. Thompson. The question of whether commissions are charged 
or not depends upon the question of the source of the capital. In 
those States where a relatively large fraction of the farm mortgage 
capital is secured from a distance, from the outside, and where, 
therefore, it is necessary to utilize middlemen in order to get the 
capital to the farmer, there commission charges obtain ; on the other 
hand,jto the extent that the capital is supplied locally direct to the 
farmer from the source of capital, to that extent the charge will be 
one straight interest charge, ordinarily. 
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The States I have cited, namely, North Dakota, Oklahoma, Geor- 
gia, and Montana, do receive relatively very large parts of the capital 
they have from the outside, from a distance. One test of that, for 
instance, is the percentage of their loans which come from insurance 
companies. 

Before taking up the sources, however, I would like to call atten- 
tion to a further fact that has a bearing on the question of how much 
the averaffe commission is in any given State. For instance, in 
making our inquiries regarding loant where commissions have been 
charged, we find in some cases the commissions are collected in ad- 
vance; in other <cases they are collected in installments alongside of 
the interest payment. Therefore, in getting at the real facts, it is 
necessary to tabulate separately those that are collected in advance 
and those that are collected in installment payments. This table 
[indicating Exhibit E] shows the relative importance of installment- 
commission, advance-commission, and no-commission loans, by 
States; that is, it indicates the percentages of the total mortgage 
business in each State on which annual or installment commissions 
and advance commissions are charged and the percentage on which 
no commissions are charged. 

(The table referred to is as follows : 

Exhibit E. 
Percentage of farm mortgage bv^i/ness on which omnmission is paid. 





Percent- 

wlthout 
commis- 
sion. 


Percentage with commis- 
sion. 


Geographic divisioo and State. 


Total. 


With 
commis- 
sion 
paid in 
advance. 


Whh 
commis- 
sion paid 
in install- 
ments. 


New England: 

Maine 


01.1 
96.6 
94.1 
97.2 
78.3 
98.7 

86.6 
72.3 
81.4 

73.7 
54.5 
52.7 
76.8 
85.1 

52.3 
36.0 
45.1 
20.2 
31.8 
30.7 
32.2 

98.1 
64.3 
65.9 
88.9 
59.1 
64.7 
33.9 
70.2 


8.9 
8.4 
5.9 
2.8 
21.7 
1.3 

13.4 
27.7 
18.6 

26.3 
45.5 
47.3 
23.2 
14.9 

47.7 
64.0 
54.9 
79.8 
68.2 
69.3 
67.8 

1.9 
35.7 
34.1 
11.1 
40.9 
35.3 
66.1 
29.8 


5.0 
3.4 
4.8 
2.7 
11.7 
1.3 

9.6 
18.7 
10.1 

17.9 
36.2 
39.1 
18.0 
10.4 

20.0 
51.3 
28.0 
17.0 
45.5 
53.5 
30.6 

1.9 
28.5 
26.2 

8.8 
27.5 
26.0 
54.1 
18.6 


3.9 


New Hampsbire 

Vermont.... y* ? 




1.1 


Kassachusellts '. 


.1 


Kbode Island 


10.0 


Connecticut 




Kiddle Atlantic: 

New York 


3.8 


New Jersev 


9.0 


Peonsylvania , 


8.5 


East North Central*. 

Ohio 


8.4 


Indiana . - t , , t ^ , .S, .■..-,, r.^..., . 


9.3 


Illinois 


8.2 


Michigan 


5.2 


Wi»ic-OTi*»ln ,,_.-,,-.,.. .-.-.-,,,-..,..-,--., , - - , - 


4.6 


West North Central: 

Minnesota 


27.7 


Iowa 


12.7 


Miawnri 


26.9 


North Dakota 


62.8 


South Dakota 


22.7 


Nebraska 


»15.8 


K"atWfts . s 


37.2 


South Atlantic: 

Delaware 




Maryland 


11 


Virginia 


West Virginia 


2.3 


North Carolina 


13.4 


South Carolina 


9.3 


Georgia 


12.0 


Florida 


11.2 
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Percentage of farm mortgage business on which commission is paid — Continued. 



. 


Percent- 
age 
without 
oommis- 
sicn. 


Percentage with commis- 
sion. 


Geo;^phic division and State. 


Total. 


With 
commis- 
sion 
paid in 
aavance. 


With 
commis- 
sion i>ald 
in install- 
ments. 


East South Central: 

KentnoVv 


76.7 
64.6 
62.8 
74.5 

66.9 

76.8 

8.4 

57.0 

31.1 
35.8 
59.9 
41.7 
59.0 
80.5 
67.0 

41.8 
68.4 
81.0 


23i3 
35.4 
37.2 
25.5 

33.1 
23.2 
91.6 
43.0 

68.9 
64.2 
40.1 
58.3 
41.0 
19.5 
33.0 

58.2 
31.6 
19.0 


14.2 
23.9 
25.2 
15.7 

18.6 
16.3 
36.7 
27.1 

28.4 
45.6 
28.1 
47.0 
32.8 
9.5. 
18.3 

46.4 
23.6 
15.1 


9.1 


Tenneflflet? . . 


11.5 


Alabama 


12.0 


Mi'<i-Si<i-**ippi . . . , 


9.8 


West South Central: 

Arkansas 


14.5 


T^oui»iai>a . - 


6.9 


Oklahoma 


54.9 


Texas 


15.9 


Mountain: 

\f oTntana ■ . ......... r . , . 


40.5 


Idaho 


18.6 


Wyoming 


12.0 


Colorado 


11.3 


New Mexico 


8.3 


Arizona .,...,., 


10.0 


Utah 


14.7 


Pacific: 

Washington 


11.8 


Oregon 


8.0 


California 


3.9 







Mr. Thompson. It is clear that if the proportion of the total loan 
business which shows commissions is large, that will tend to raise the 
average commissions for the State as a whole, is it not? It is also 
clear that even though you may have only a relatively small fraction 
of commission loans in the total number of loans, if that small frac- 
tion shows high commissions, that fact will tend to raise the average 
for the State as a whole. Both of these factors influence the aver- 
age commission for the State. 

The next table — Exhibit F — shows charges for interest, charges 
for commissions, and the totals of these two, by districts as well as 
by States. You will see that in certain States, in the New England 
States and in the more highly developed agricultural States of the 
corn belt, the averages for commissions are relatively low ; also that 
the total costs run highest in the Southern and Kocky Mountain 
States, but you will also notice that there are variations even between 
the States in these districts. 

(The table referred to is as follows:) 
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Exhibit F. 
Farm mortgage loam — average rata for interest and commiseUmf by States and districts. 



Geogn^hio divi- 
sion, state, and 
district. 



VEW ENGLAND. 


Uflfn^^ 


New Hampshire... 


Vermont 


Massachusetts 


Rhode Island 


Connecticut 


MmDLE ATLANTIC. 


New York 


District 2 


Districts 


District 4 


Districts 


District 6 


District 7 


Districts 


District 9 


New Jersey 


PennsylvaDia 

District 1 


District 2 


Districts 


District 4 


Districts 


District 6 


District? 


District 8 


District 9 


CAST NORTH CEN- 


TEAL. 


Ohio 


District 1 


District 2 


District 3 


District 4 


District S 


District 6 


District? 


District 8 


District9 


indinnfi . 


District 1 


District 2 


District 3 


District 4 


Districts 


District 6 


District? 


Districts 


District 9 


ininois 


District 1 


District 3 


District 4 


District 4a 


District S 


District 6 


District 6a 


District ? 


District 9 


Michigan 


District 1 


District 2 


District 3 


District 4 


District S 


District 6 


District? 


District 8 


District9 



Average 

interest 

rate. 


Average 

annual 

oonunis- 

slon.i 


6.1 


0.1 


5.3 


(1) 


5.6 


(') 


5.6 


(1) 


6.? 


.2 


5.7 


(•) 


5.5 




5.4 




5.9 




5.4 




5.5 




5.6 




5.5 




5.5 




5.7 




5.5 


.3 


5.5 


.3 


5.9 


.3 


5.7 


.3 


5.7 


(») 


6.0 


.2 


5.3 


.4 


5.4 


.2 


5.8 


.4 


5.2 


.5 


5.2 


.1 


5.9 


.2 


5.7 


.4 


5.9 


.1 


5.9 


.2 


5.8 


.3 


5.8 


.4 


5.7 


.1 


6.0 


.3 


6.1 


.2 


6.0 


(«) 


5.8 


.4 


6.5 


.4 


6.0 


.4 


5.7 


.4 


5.8 


.4 


5.8 


.5 


5.7 


.4 


6.0 


.3 


6.3 


.1 


5.8 


.3 


5.7 


.3 


5.6 


.2 


5.3 


.2 


5.7 


.2 


5.8 


.2 


5.7 


.3 


5.4 


.3 


5.9 


.5 


6.1 


.3 


6.4 


.5 


6.3 


.3 


6.9 


.8 


6.7 


.6 


6.9 


1.4 


6.7 


.5 


6.6 


.4 


6.5 


.2 


6.2 


.2 


5.9 


.1 


5.8 


.1 



Interest 
plus com- 
mission. ■ 



6.2 
5.3 
5.6 
5.6 
5.9 
5.7 



5.6 
5.5 
6.0 
5.6 
5.6 
5.7 
5.6 
5.6 
5.8 
5.8 
5.8 
6.2 
6.0 
5.7 
6.2 
5.7 
5.6 
6.2 
5.7 
5.3 



6.1 
6.1 
6.0 
6.1 
6.1 
6.2 
5.8 
6.3 
6.3 
6.0 
6.2 
5.9 
6.4 
6.1 
6.2 
6.3 
6.1 
6.3 
6.4 
6.1 
6.0 
5.8 
5.5 
5.9 
6.0 
6.0 
5.7 
6.4 
6.4 
6.9 
6.6 
7.7 
7.3 
8.3 
7.2 
7.0 
6.7 
6.4 
6.0 
5.9 



Geographic divi- 
sion, State, and 
district. 



EAST NORTH CEN- 
TRAL— COUtd. 



Wisconsin 

District 1. 
District 2. 
District 3. 
District 4. 
District 5. 
District 6. 
District 7. 
District 8. 
District 9. 



WEST NORTH 
CENTRAL. 



Minnesota 

District 1. 

District 2. 

Districts. 

District 4. 

District 5. 

District 6. 

District?. 

District 8. 

District 9. 
Iowa 

District 1. 

DisUict 2. 

Districts. 

District 4. 

Districts. 

District 6. 

District 7. 

Districts. 

District 9. 
Missouri 

District 1. 

District 2. 

Districts. 

District 4. 

Districts. 

District 6. 

District?. 

Districts. 

District 9. 
North Dakota. 

District 1. 

District 2. 

Districts. 

District 4. 

Districts. 

District 6. 

District?. 

Districts. 

District 9. 
South Dakota. 

District 1. 

District 2. 

Districts. 

District 4. 

Districts. 

District 6. 

District 7. 

Districts. 

District 9., 
Nebraska 

District 1. 

District 2. 

Districts. 

District 4. 

Districts. 

District 6. 

District?. 



Average 

interest 

rate.. 


Average 
annual 
commis- 
sion. 


5.7 


.1 


6.3 


.2 


6.1 


.2 


6.3 


.2 


5.8 


.1 


5.7 


.1 


5.0 


.1 


5.7 


(«) 


5.4 


(•) 


5.0 


(«) 


• 
6.3 


.5 


6.7 


.8 


8.6 


1.2 


7.1 


.8 


6.0 


.5 


6.2 


.3 


6.7 


.8 


5.7 


.6 


5.7 


.2 


5.8 


(«) 


5.6 


.3 


5.5 


.3 


5.4 


.3 


5.7 


.1 


5.5 


.4 


5.7 


-.3 


5.9 


.2 


5.5 


.6 


5.7 


.3 


5.8 


.2 


6.2 


.6 


5.8 


.5 


S.S 


.6 


5.9 


.5 


5.9 


.6 


6.5 


.6 


6.6 


.3 


6.3 


.8 


7.1 


.9 


6.6 


.6 


6.9 


1.8 


6.8 


2.2 


6.7 


1.9 


6.3 


1.3 


7.7 


2.4 


6.8 


1.4 


6.4 


1.0 


7.3 


2.8 


7.8 


1.8 


6.6 


1.2 


7.0 


1.0 


9.0 


1.8 


6.6 


.9 


6.3 


.7 


S.S 


1.4 


6.6 


.9 


6.8 


.5 


7.6 


1.9 


7.2 


1.4 


6.0 


.6 


6.3 


.8 


7.8 


1.0 


6.8 


1.2 


6.6 


.6 


7.1 


1.6 


5.9 


.7 


6.6 


.6 


7.4 


1.3 



Interest 
plus com- 
mission. 



6.5 
6.3 
6.5 
5.9 
5.8 
6.1 
6.7 
5.4 
5.0 



6.8 
7.5 
9.8 
7.9 
6.5 
6.5 
7.6 
6.3 
6.0 
5.8 
6.9 
5.8 
5.7 
5.8 
5.9 
6.0 
6.1 
6,0 
6.0 
6.0 
6.8 
6.3 
6.4 
6.4 
6.4 
7.1 
6.9 
7.1 
8.0 
7.2 
8.7 
9.t) 
8.6 
7.6 

10.1 
8.2 
7A 

10:1 
9.^ 

?:? 

itO>8 
.7.4 

?.e 

9.7 
7.4 
6.3 
9.4 
8;6 
6;6 
7:1 
S.'S 
8.0 
6.2 
8.7 
6.6 
6.1 
8.7 



^ Where the report shows a commission paid once for all on a loan running more than a year, 
•qnivalent annual oommlsslon is used. 
> Less than one-tenth of 1 per cent. 
* Data at hand not sufficient to warrant the showing of a district average* 
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Farm mortgage loans, etc. — Continued. 



Geographic divi- 


Average 


Average 
annual 
commis- 
sion. 


Interest 


Geographic divi- 


Average 


Average 
annual 
commis- 
sion. 


Interest 


sion, State, and 


interest 


plus com- 


sion, State, and 


interest 


plus com- 


district. 


rate. 


mission. 


district. 


rate. 


mission. 


WEST NORTH CEN- 








EAST SOUTH CEN- 








TRAL— COntd. 








TRAL. 








"N^hrftska — Contd. 








Kentucky 


6.7 


.4 


7.1 


Districts 


6.1 


.6 


6.7 


District 1 


6.9 


.4 


7.3 


District 9 


6.7 


.6 


6.2 


District 2 


6.4 


.1 


6.5 


irA'n<!A5i - 


6.1 

7.? 


.8 
1.1 


6.9 

8.8 


Districts 

District 5 


6.7 
6.0 


.4 
.3 


7.1 


District 1 


6.3 


District 2 


6.0 


.7 


6.7 


District 6 


7.0 


.4 


7.4 


Districts 


6.7 


.6 


6.S 


District? 


7.8 


.2 


8.0 


District 4 


S.O 


.8 


8.8 


District ?a 


6.7 


.4 


7.1 


Districts 


6.9 


.7 


6.6 


Districts 


6.6 


.6 


7.0 


District 6 


6.7 


.8 


6.6 


District 9 


7.4 


.4 


7.8 


District? 


7.3 


1.6 


8.8 


Tennessee 


7.3 


.6 


7.9 


Districts 


6.1 


.8 


6.9 


District 1 


8.0 


.6 


8.5 


District 9 


6.S 


.7 


6.6 


District 2 


6.8 


.9 


7.7 


i 








Districts 


6.3 


.5 


6.8 


SOUTH ATLANTIC. 








District 4 


. 8.4 


.5 


8.9 


Delaware 


6.6 
6.7 
6.7 


.5 


6.6 
6.1 
6.2 


District 6 

District 6 

District? 


6.8 
6.8 
8.6 


.6 
.5 
.6 


7.4 


WftrvlATid _ _ 


7.8 


District 1 


9.2 


District 2 


6.6 


.3 


6.9 


Districts 


6.8 


.6 


7.4 


Districts 


6.S 


.6 


6.3 


District 9 


7.3 


.4 


7.7 


Districts 


5.9 


.3 


6.2 


Alabama 


8.7 


.7 


9.4 


District 6 


(») 


(«) 


(') 


District 1 


8.8 


.3 


9.1 


Districts 


6.0 


.3 


6.3 


District 2 


9.0 


.9 


9.9 


Virginia 


6.1 
S.8 


.7 
.6 


6.8 
6.4 


Districts 

District 4 


8.7 
9.0 


.7 
.5 


9.4 


I)istrict2 


9.5 


District 4 


6.9 


.6 


6.6 


District 6 


8.2 


.9 


9.1 


Districts 


6.2 


1.5 


7.7 


District 6 


9.4 


.4 


9.8 


District 6 


6.1 


.6 


6.6 


District? 


8.2 


.9 


9.1 


District? 


6.1 


.3 


6.4 


Districts 


9.0 


.3 


9.3 


District -8 


6.4 


.4 


6.8 


District 9 


8.7 


.9 


9.6 


District 9 


6.6 


.3 


6.8 


Mississippi 


8.0 


.6 


8.5 


"West Virginia 

District 1 


6.2 


.2 


6.4 


District 1 


7.6 


1.3 


8.9 


6.1 


.1 


6.2 


District 2 


8.2 


.2 


8.4 


District 2 


6.0 


.1 


6.1 


Districts 


8.3 


.4 


8.7 


Districts 


6.0 


.4 


6.4 


District 4 


7.8 


.6 


8.4 


District 4 


7.5 


.2 


7.7 


District 5 


8.0 


.5 


8.5 


Districts 


6.3 


0) 


6.3 


District 6 


7.5 


.6 


8.0 


District 6 


6.0 


.2 


6.2 


District? 


8.2 


.6 


8.7 


Districts 


6.1 


.1 


6.2 


Districts 


8.3 


.6 


8.9 


North Carolina 


6.3 


1.4 


7.7 


District 9 


7.7 


.6 


8.2 


District 1 


6.1 


1.6 


7.7 










District 2 


6.0 


1.2 


7.2 


WEST SOUTH CEN- 








Districts 


6.9 


.7 


6.6 


TRAL. 








District 4 


6.3 


1.1 


7.4 










District S . ... 


6.2 
6.9 


1.6 
2.1 


7.7 
9.0 


A rkansas . . , , . ... 


9.0 

8.6 


.6 
.8 


9.6 


District 6 


District 1 


9.4 


District? 


6.9 


1.8 


8.7 


District 2 


9.2 


.6 


9.8 


Districts 


6.1 


1.0 


7.1 


Districts 


8.9 


.6. 


9.4 


District 9 


6.4 


1.4 


7.8 


District 4 


9.1 


.7 


9.8 


South Carolina 


?.S 


.6 


8.4 


District 5 


9.2 


.6 


9.7 


District 1 


7.8 


.6 


8.3 


District 6 


8.8 


.5 


9.3 


District 2 


7.9 


.4 


8.3 


District? 


8.9 


1.2 


10.1 


Districts 


7.6 


.4 


8.0 


Districts 


10.0 


0) 


10.0 


District 4 


7.7 


.7 


8.4 


District 9 


8.5 


.7 


9.3 


District S 


7.9 


.6 


8.4 


Louisiana 


8.2 
8.3 


.4 
.3 


&6 


District 6 


District 1 


&6 


Districts 


7.8 


1.1 


8.9 


District 2 


9.2 


.6 


9.8 


Georgia 


7.6 
7.3 


1.1 

.7 


8.7 
8.0 


Districts 

District 4 


7.8 
8.3 


.2 
.5 


8.0 


District 1 


8.8 


District 2 


7.6 


1.1 


8.7 


District 6 


8.4 


.3 


a? 


Districts 


7.4 


1.0 


8.4 


District 6 


8.3 


.5 


8.8 


District 4 


7.7 


1.1 


8.8 


District? 


8.2 


.9 


9.1 


Districts 


7.6 


1.3 


8.8 1 


Districts 


7.6 


.4 


&0 


District 6 


7.1 


1.4 


8.6 1 


District 9 


7.6 


.2 


7.8 


District? 


7.9 
7.3 


1.1 
1.3 


9.0 1 
8.6 


Oklahoma 


6.6 
6.6 


1.8 
1.6 


&4 


Districts 


District 1 


8.2 


District 9 


7.6 


.6 


8.2 


District 2 


6.0 


1.2 


7.2 


Florida. 


9.0 
9.0 


.6 

.7 


9.6 1 

9.7 1 


Districts 

District 4 


7.2 
6.S 


1.8 
1.7 


9.0 


District 1 


8.3 


Districts 


9.7 


.2 


9.9 , 


District 6 


6.6 


1.5 


8.1 


Districts 


8.5 


1.0 


9.6 i 


District 6 


7.2 


2.2 


9.4 


Districts 


9.1 


.3 


9.4 1 


District? 


6.3 


1.6 


7.9 



1 Less than one-tenth of 1 per cent. 

* Data at hsnd not sufficient to warrant the showing of a district average. 
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i 



Geographic divi- 


Average 


Average 
annual i 
oommis- , 
sion. ' 


1 
Interest 


Geographic divi- 


Average 


Average 
annual 
commis- 
sion. 


Interest 


sion, State, and 
district. 


interest 
rate. 


plus com- 
mission. 

1 


sion, State, and 
district. 


interest 
rate. 


plus com- 
mission. 


WEST SOUTH CEN- 






1 


MOUNTAIN— con. 








TRAL — contd. 






















1 


Colorado 


8.S 
8.0 


.6 
.5 


8.9 


Oklahoma— Con. 


District 1 


8.5 


Districts 


6.6 


2.1 


8.7 


District 2 


7.2 


.4 


7.6 


District 9 


7.1 


2.8 


9.9 


Districts 


&4 


.7 


9.1 


Texas 


8.4 
8.6 


.6 
.9 


9.0 
9.5 . 


District 4 

Districts 


8.0 
7.8 


.5 

.6 


8.5 


District 1 


8.4 


District 2 


8.2 


.6 


8.8 


District 6 


9.5 


.8 


10. S 


Districts 


9.6 


.3 


9.9 


District? 


8.8 


.5 


9.3 


District 4 


0) 


0) 


. (*) 


Districts 


8.0 


.9 


8.9 


District 4a 


8.3 


.5 


• 8.8 


District 9 


7.9 


.5 


8.4 


Districts 


7.9 


.6 


8.5 


New Mexico 


9.7 


.8 


10.5 


District 6 


9.0 
8.2 
8.4 


.9 
.8 
.6 


9.9 
9.0 
9.0 


Arizona 


9.1 
8.6 


.3 
.4 


9.4 


Districts 


Utah 


9.0 


District 9 












1 


PACIFIC. 








MOUNTAIN. 






1 














* 


1 


Washington 


7.9 


.8 


8.7 


liontana 


8.4 
8.1 


1.6 
1.9 


10.0 
10.0 


District 1 

District 2 


7.9 
9.1 


.5 
1.7 


8.4 


District 1 


10.8 


District 2 


8.7 


1.8 


10.5 


Districts 


8.9 


.6 


9.5 


Districts 


8.5 


1.7 


10.2 


District 4 


7.9 


.9 


8.8 


District 4 


0) 


0) 


0) 


Districts 


8.3 


.8 


9.1 


Districts 


8.2 


1.5 


9.7 


District 6 


7.3 


.5 


7.8 


Districts 


8.5 


2.4 


10.9 


District? 


7.7 


.0 


8.6 


District? 


0) 


0) 


0) 


Districts 


7.8 


.8 


8.6 


Districts 


8.1 


1.1 


9.2 


District 9 


7.6 


.3 


7.9 


PlstrictQ 


8.7 
8.2 
7.9 


1.3 
.7 
.5 


10.0 
8.9 

8.4 


Oregon 


7.7 
7.5 
7.8 


.3 
.3 
.3 


8.0 


Idaho 


District 1 

District 2 


7.8 


District 1 


8.1 


District 2 


0) 


G) 


0) 


Districts 


7.7 


.3 


8.0 


District 4 


8.5 


.5 


9.0 


District 4 


7.4 


.4 


7.8 


Districts 


8.0 


.9 


8.9 


Districts 


8.1 


.5 


8.6 


District? 


S.S 


.6 


8.9 


District? 


7.9 


.2 


8.1 


Districts 


8.5 


.6 


9.1 


Districts 


0) 


(') 


<') 


District 9 


8.3 


.9 


9.2 


District 9 


0) 





0) 


WyomiTip 


9.2 
9.4 


.8 
.7 


10.0 
10.1 


California 


7.4 
6.4 


.2 
.1 


7.6 


' District 1 


District 1 


6.5 


District 2 


9.8 


.3 


10.1 


District 2 


8.2 


.2 


8.4 


Districts 


10.1 


1.5 


11.6 


Districts 


7.4 


(0 


7.4 


District 4 


9.3 


.7 


10.0 


District 4 


7.2 


.1 


7.3 


Districts 


8.8 


.5 


9.3 


Districts 


7.0 


.2 


7.2 


District 6 


8.7 


1.3 


10.0 ' 


District Sa 


7.7 


.3 


8.0 


District? 


(») 


0) 


{') 


District 6 


7.8 


.1 


7.9 


Districts...... 


(0 


0) 


h 


District 6a 


7.7 


.2 


7.9 


District 9 


8.5 


.9 


9.4 1 

1 


Districts 


7.5 


.4 


7.9 



1 Data at hand not sufficient to warrant the showing of a district average. 
* Less than one-tenth of 1 per cent. 

Mr. Thompson. In a State like Oklahoma the total average cost 
for mortgage loans is 8.4, of which 6.6 is interest and 1.8 is commis- 
sion. Incidentally Oklahoma is a State that receives a very high 
percentage of its loans from the outside. Our figures show that two- 
fifths of the farm-mortgage capital in Oklahoma is obtained from 
life insurance companies. 

On the other hand, if you take a State like Alabama you will find 
that the total cost is 9.4 per cent, as against 8.4 per cent in Oklahoma, 
but the average annual commission is seven-tenths of 1 per cent, 
and that the nominal charge is 8.7 per cent. Alabama is a State 
which receives relatively little money from the outside; it is de- 
pendent largely on what capital it has at home. 

Representatitve Phelan. I would like to make this suggestion. 
When giving those commission charges you are giving the charge 
which amounts to an annual charge upon the borrower, are you not? 

Mr. Thompson. Yes. 

Representative Phelan. Even though that commission may be all 
paid at the beginning. For instance, if 5 per cent has been paid) 
the loan runs for five years, you figure 1 per cent? 
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Mr. Thompson. Yes. 

Representative Phelan. And that is done in every case? 
^ Mr. Thompson^ Yes. All commissions, whether advance commis- 
sions or installment commissions, are reduced to an annual basis, 
so as to make them comparable with the interest rates. 

Here is a table — Exhibit G — in which we show the range of figures 
reported from each State for interest plus conmiission, and the per- 
centage of the total number of reports for each rate. 

(The table referred to is as follows :) 

Exhibit G. 

Farm mortgage loans — per cent distribution of replies received according to rate 

reported for interest plus dommission. 



• 


Per cent of total num' 

con 


ber of r< 

iml<)sion 


spiles, showing, for intei 
, a rate I of— 


rest plus 








Q«ographic division and State. 


5 per 
cent. 


6 per 
cent. 


7per 
cent. 


8per 
cent. 


9 per 
cent. 


10 per 
cent. 


11 per 
cent. 


12 per 

cent or 

over. 


New England: 

Vftfnfl 


4.2 
75.0 
26.1 
34.6 
33.3 
26.3 

37.9 
33.3 
32.1 

8.4 
2.7 

23.1 
4.0 

34.0 

4.8 

13.2 

1.2 


77.1 
25.0 
73.9 
65.4 
50.0 
73.7 

57.6 
56.7 
57.2 

74.7 
77.8 
52.8 
49.6 
61.0 

46.2 
76.9 
45.2 
2.1 
20.2 
41.6 
43.8 

62.5 
74.3 
62.6 
79.6 
40.3 


12.5 


6.2 










New TT^nipsiiJre.. . 










Vermont 


■"!!.. 












Massachusetts 


1 1 . ■ 








Rhode Island 


16.7 












ronn^Jcnt 












lilddleAtVvntic: 

New York 


4.0 
6.7 
8.9 

15.3 
15.5 
21.2 
34.8 
12.9 

26.9 
9.4 
30.4 
16.9 
25.3 
19.7 
36.9 


0.5 

3.3 

.6 

1.6 
3.6 
2.6 
8.0 
2.1 

14.4 
.4 
16.9 
28.3 
18.2 
13.6 
10.9 




***** * 




« 


New Jersey 










Pcjnnsylvanla . . 






0.6 


0.6 


East North Central: 

Ohio 








Indiana 


0;5 

■■"i.*8' 








Illinois 


0.3 
.9 






Michigan 


.4 


.4 


Wisconsin 




West North Central: 

Miniiftsota . . 


1.4 


5.3 




1.0 


Iowa 




Missouri 


4.2 
19.8 
9.1 
9.0 
2.9 


1.8 
27.0 
14.1 
10.4 

3.7 


.3 
2.5 
4.5 

.7 
.7 




North Dakota 


3.4 


South Dakota 


2.0 
4.7 
1.1 

37.6 
8.6 
1.7 


6.6 


Nebraska 


.4 


Kansas 




South Atlantic: 

Delaware 




MarylAT^^^ , , , ^ ' 


14.3 

29.3 

8.2 

22.4 

6.2 

8.3 


2.8 
12.1 
10.2 
15.7 
63.9 
42.8 
23.9 

23.9 
32.5 
32.6 
45.5 

13.0 
58.2 
43.9 
34.2 

9.8 
35.6 
17.6 
25.5 

7.0 
36.4 
33.3 

39.5 
53.1 
42.8 




^^_ 






Virginia 


.9 

""6.'6' 
20.6 
27.1 
13.0 

4.9 

8.9 

16.3 

13.6 

17.9 
13.9 
15.1 
18.0 

15.9 
34.2 
11.8 
21.6 
18.6 
9.1 
26.7 

30.9 

12.7 

5.9 


■■"io' 

6.7 

5.2 

15.0 

52.2 

8.0 
18.5 
31.9 
20.8 

59.8 
13.9 
22.4 

29.8 

52.4 
19.2 
49.0 
15.7 
32.6 
45.4 
40.0 

11.1 
8.9 
5.9 


1.7 


1.7 


West Virginia 




North Df^roli'na 




2.9 
2.1 
2.2 

6.5 


6.0 


South Carolina 




3^0 


Georgia 




1.5 


8.0 


Florida 




4.4 


East South Central: 

Kentucky 


.6 


45.4 

18.5 

.7 

8.4 


17.2 

20.4 

2.1 

7.8 

2.2 

1.3 

14.2 

6.6 

1.2 

4.1 

2.0 

14.7 




Tennessee 


.6 
5.7 
1.3 

2.7 

5.1 

.9 

6.1 

6.1 
5.5 
9.8 
9.8 
14.0 


.6 


Alabama 




10.6 


Mississippi 




2.6 


West South Central: 

Arkansas 




4.4 


Louisiana 




2.5 
2.6 

1.8 


5.1 


Oklahoma 




.9 


Texas 




3.6 


Mountain: 

Montana , 




14.6' 


Idaho 


1 


1.4 


Wyominar 






0.8 


Colorado 




3.9 


8.8 


New Mexico 




27.9 


Arizona . . t r t 








0.1 


Utah 










Pacific: 

Washirurton 




1.2 
6.3 
7.9 


9.9 
16.4 

36.8 


•*•*••*• 

2.5 
1.3 


4.9 


Oregon 




1.3 


Caliiomia 




.7 









iRates are approximated to the nearest unit; that is, rates from 5.50 per cent to 6.49 per cent are counted 
s 6 per cent y etc. 
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Secretary Flannaoan. Do you find that the average of these States 
follows closely or is influenced at all by the legal rate of interest of 
the States? You just spoke of New York State, wherein the legal 
rate is 6 per cent. 

Mr. Thompson. Let me give the figures for North and South Carp- 
lina, which will be an answer, I believe, to your question. In North 
Carolina, where we have a legal rate of 6 per cent, there the nominal 
mortgage rate is 6.3 per cent, the commission 1.4 per cent, makings 
the total 7.7 per cent; in South Carolina^ on the other hand, the in- 
terest rate is 7.8 per cent, but the commission is six-tenths of 1 per 
cent, making the total 8.4 per cent. 

Representative Hawley. What is the legal rate in South Carolina? 

Representative Leveb. Seven per cent, with right, under contract,, 
to make it 8 per cent. 

Mr. Thompson. But the illustration there cited shows that the 
average commissions are quite a bit higher in the State of North 
Carolina, where the le^al rate has been put down to 6 per cent. 

Senator Smith. But just below you have Georgia, where the legal 
rate is 8 per cent, and where the actual rate is less than in South 
Carolina and the commissions more than in South Carolina. 

Mr. Thompson. Yes. And the explanation there, in part, is that 
Georgia receives a higher fraction of its capital from the outside^ 
than any other Southern State. 

Chairman Moss. Mr. Thompson, there is ouq factor that I feel 
has a very direct bearing on the rate of mortgage interest, at least,, 
and that is the question of taxation. You submit here papers show- 
ing the total rates paid in the States; and you also have them by 
districts? 

Mr. Thompson. Yes. 

Chairman Moss. Do you also show the average rate of taxation on 
mortgages in districts where mortgages are taxed and the way ia 
which they are taxed ? 

Mr. Thompson. I do not have that information. 

Chairman Moss. You have not considered the (question of taxation 
in relation to the rate of interest upon mortgage indebtedness? 

Mr. Thompson. I have given some consideration to it in some^ 
places, in some States. 

Chairman Moss. Have you given it consideration enough to show 
what influence the rate of taxation has upon the rate of interest? 

Mr. Thompson. A number of cases point to the fact that a high rate 
of taxation tends to react on the rate and make it higher. 

Chairman Moss. There is no question but that such is the result in 
the State of Indiana. The tax rate, in nearly all rural communities- 
in Indiana now approaches 3 per cent. Mortgages are registered and 
bixed at their face value. In many of the smaller municipalities of 
fadiana the tax rate is now around 5 per cent, and it is having the 
effect of driving out local capital from the field of investment ia 
real-estate mortgages. 

Senator Smith. Is that 5 per cent on actual assessed value? 

Chairman Moss. Yes, sir. 

Representative HawiiEY. What rate do you assess at? 

Chairman Moss. Mortgages are assessed on face value as registeredi. 

Representative Hawley. What per cent is it? 
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Chairman Moss. The tax law says that all taxable property shall 
be assessed at its true cash value, but, as a matter of fact, except such 
values as cash or high-grade credit instruments, the full value of 
property rarely appears on the tax duplicate. I pay in three or four 
diflferent townships in my county, and I do not think the rate on any 
farm is below 2.85, and some 3.1 or 3.2, so that the common tax rate 
in my section of the countrjr approaches 3 per cent closely. Many 
municipalities have even a higher rate. That is having a very dis- 
tinct effect on the interest rate on all that form of indebtedness that 
has to be registered for taxation. The city of Terre Haute recently 
borrowed $300,000 to build a high-school building. The bonds were 
nontaxable, and principally of this reason the city secured its money 
at 3 per cent. The bonds sold at par. But a farmer in the vicinity 
of the city with its nontaxable rate of 3 per cent would probably 
be compelled to pay 6 per cent, or even a higher rate, as he might 
have to pay added commission, because the high tax rate would pre- 
vent local capital being invested in farm mortgages. 

Eepresentative Hawley. They tax the farms and then tax the 
mortgages also? 

Chairman Moss. In the State of Indiana farm mortgages are taxed 
at face value, and there is a provision by which you can deduct, 
not exceeding $800, from the total valuation of the real estate, pro- 
vided you make a proper application and give the name of the man 
who holds the mortgage and the place where it is recorded, so the 
local authorities can look it up for the purpose of taxation. You 
may proceed with your statement, Mr. Thompson. Have you had 
any data on the tax rates in the different States? I think that the 
local tax rate should have been considered and presented in a table 
where the interest rates are tabulated. I believe it is a pertinent 
factor. 

Mr. Thompson. I have no data on it. 

Senator Brady. It would be very beneficial information. Have 
you any available tax rates any place?* 

Mr. Thompson. I have not a table compiled with reference to that 
matter. We have some information at hand, and our conclusion is 
that, both from the theoretical standpoint as well as from such 
information as we have, that the tax rate reacts on the cost of the 
loan to the farmer; that is, if there is a tax on mortgages, for in- 
stance, or a double taxation situation, the farmer pays the bill. 

Chairman Moss. Any solvent person in my section of the country 
can borrow a thousand dollars at a lower rate on personal security 
than he can borrow it on the best mortgage security. 

Senator Brady. That, it seems to me, is a condition that should not 
exist. 

Chairman Moss. It is a condition that will not exist very long in 
Indiana, because we will revise our tax laws since 1890; 1890 was 
the latest revision of the tax laws in the State of Indiana. The re- 
sult is that tax laws are out of date as compared with those that 
have been revised later. 

Mr. Thompson. This table (Exhibit H) shows the estimated total 
farm-mortgage debt by States, and also the amount held by banks (in- 
vested from their own funds) in those States, and the percentage 
which this represents of the total. 

(The table referred to is as follows:) 
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Exhibit H. 
Quantitative data relative to farm-mortgage loans. 

[Figures for amounts represent thousands of dollars.] 



Oeographic division and State. 



United States 

Qeographic divisions: 

New England 

Middle Atlantic 

East North Central. 

West N orth Central 

Soul^ Atlantic 

East South Central . 

West South Central. 

Mountain 

Pacific 

New England: 

Maine 

New Hampshire 

Vermont 

Massachusetts 

Rhqde Island 

Connecticut 

Middle Atlantic: 

New York 

New Jersey 

Pennsylvania 

East North Central: 

Ohio 

Indiana 

niinois 

Michigan 

Wisconsin 

West North Central: 

Minnesota 

Iowa 

Missouri 

North Dakota 

South Dak Ota 

Nebraska 

Kansas 

South Atlantic: 

Delaware 

Maryland 

Virginia 

West Virginia 

North Carolina 

South Carolina 

Geoi^ia 

Florida 

East South Central: 

Kentucky 

Tennessee 

Alabama 

Mississippi 

West South Central: 

Arkansas 

Louisiana 

Oklahoma 

Texas : 

Mountain: 

Montana 

Idaho 

Wyoming 

Colorado 

New Mexico 

Arizona 

Utah 

Nevada 

Pacific: 

Washington 

Oregon 

California 



Estimated 
total farm- 
mortgage 
debt.i 



3,598,985 



1, 



80,544 
313, 156 
944, 436 
375,903 
153,155 
127,135 
299,614 
101,285 
203,757 

1^727 
6.100 



17 

24 

2 

17 

168 

35 

109 

130 
132 
355 
118 
206 

145 
469 
223 
100 
92 
165 
180 

6 
32 
25 

8 
21 
24 
29 

4 

41 
25 
25 
34 

21 
21 

73 
184 

17 
21 
7 
36 
4 
4 
6 
3 

43 

35 

124 



113 
077 
514 
013 

234 
610 
312 

678 
325 
802 
950 
681 

181 
063 
107 
364 
467 
015 
706 

857 
393 
007 
725 
005 
967 
711 
490 

305 
468 
943 
419 

023 
141 
129 
321 

111 
566 
148 
767 
585 
161 
818 
129 

470 
535 
752 



'"£S^i'"va»-» 



Amount. 



695,536 



Per cent 
of esti- 
mated 
total. 



Amount. 



19.3 I 739,500 



1,702 

556 

121,075 

426,960 

22,930 

22,871 

72,685 

12,532 

14,225 

15 



13 
9 



1,665 

128 
222 
206 

17,073 

48,789 

51,046 

1,706 

2,461 

35,577 
160,150 
59,699 
19,423 
31,024 
66,614 
64,473 

46 

492 

670 

23 

2,267 

3,884 

15,479 

69 

7,170 

10,674 

1,771 

3,256 

4,259 

1,500 

29,065 

37,861 

3,518 

2,948 

487 

3,135 

1,191 

376 

862 

15 

3,087 

1,091 

10,047 



2.1 
.2 
12.8 
31.0 
15.0 
18.0 
24.3 
12.4 

7.0 

.1 



.1 

(*) 

"9' 8' 

.1 
.6 
.2 

13.1 

36.9 

14.3 

1.4 

1.2 



.7 

1.5 

2.7 

.3 

10.8 

15.6 

52.1 

1.5 

17.4 

41.9 

6.8 

9.5 

20.3 

7.1 

39.7 

20.5 

20.6 

13.7 
6.8 
8.5 

26.0 
9.0 

12.6 
.5 

7.1 
3.1 

8.1 



84,900 
30,900 
220,000 
216,400 
40,800 
33,600 
27,900 
19,800 
65,200 

6,000 
12,600 
46,700 
8,700 
6,000 
5,000 

18,200 

2,600 

10,100 

26,200 
52,000 
56,200 
44,900 
40,700 



24.5 


43,600 


32.0 


104,800 


26.8 


34,900 


19.4 


5,000 


33.6 


6,200 


40.4 


10,400 


35.7 


11,500 



1,600 
6,000 
5,000 
1,700 
6,900 
9,000 
8,000 
2,600 

13,300 
4,000 
3,700 

12,600 

5,700 

9,000 

2,100 

11,100 

5,200 
2,200 
1,200 
2,100 
400 
1,600 
6,000 
1,100 

5,000 

4,100 

56,100 



Per cent 
of esti- 
mated 
total. 



20.6 



105.4 
9.9 
23.3 
15.7 
26.6 
26.4 
9.3 
19.5 
32.0 

43.7 
204.9 
272.9 

36.2 
238.7 

29.4 

10.8 
7.3 
9.2 

20.1 
39.3 
15.8 
37.8 
19.7 

30.0 
22.3 
15.6 
5.0 
6.7 
6.3 
6.4 

23.3 
18.5 
20.0 
19.5 
32.9 
36.1 
26.9 
57.9 

32.2 
15.7 
14.3 
36.6 

27.1 

42.6 

2.9 

6.0 

30.4 
10.2 
16.8 
5.7 
8.7 
38.5 
88.0 
35.2 

11.5 
11.5 
45.0 



1 Estimates based on Thirteenth Census Azures. 

> Figures actually reported by 220 companies, with assets representing more than 99 per cent of the total 
admitted assets of all life insurance companies in the country. 



* Estimates based on reports received from banks 
< Less than one-tenth 01 1 per cent. 
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Exhibit I. 



Short time loans to fanners made by hanks. 



Oeographic divisioD and 
State. 



United States.... 

Geographic divisions : 

New Englland 

Middle Atlantic... 

East North Central. 

West North Central 

South Atlantic 

East South Central . 

West South Central 

Mountain 

Pacific 

New England: 

Maine 4 

New Hampshire. . . 

Vermont 

Massachusetts 

Rhode Island 

Connecticut 

Middle Atlantic: 

New York 

New Jersey 

Pennsylvania 

East North Central: 

Ohio 

Indiana 

niinols 

Michigstn 

Wisconsin 

West North Central: 

Minnesota 

Iowa 

Missouri 

North Dakota 

South Dakota 

Nebraska 

Kansas 

South Atlantic: 

Delaware 

Maryland 

Virania 

West Virginia , 

North Carolina 

South Carolina 

Georgia 

FlorCla 

East South Central: 

Kentucky 

Tennessee 

Alabama 

Mississippi 

West South Central: 

Arkansas 

Louisiana 

Oklahoma 

Texas 

Mountain: 

Montana 

Idaho 

Wyoming 

Colorado 

New Mexico 

Arizona 

Utah 

Nevada 

Pacific: 

Washington 

Oregon 

California 



Estimated total amount 
(thousands of dollars). 



AU 
banks. 



1,609,970 



16,890 

67,400 

325,030 

588,120 

151,220 

76,530 

204,310 

86,650 

93,820 

5,000 
1,050 
7,010 
2,370 
80 
1,380 

23,990 

7,480 

35,930 

43, COO 
64,930 
138,140 
33,580 
44,780 

79,120 
187,070 
67,040 
46,070 
40,480 
85,600 
82,740 

6,260 
18,470 
29,770 

8,310 
21,2^0 
19,890 
41,430 

5,810 

29,200 

23,560 

15,2:0 

8,520 

10,960 

12,360 

51^260 

129,730 

20,300 

13,290 

10,010 

19,910 

4,500 

6,350 

7,010 

5,280 

24,510 
17,020 
52,290 



National 
banks. 



765,290 



8,600 

47,770 

141,2:0 

246,690 

47,150 

30,08Q 

137,700 

52,270 

53,920 

860 

690 

3,3C0 

2,280 

10 

1,300 

17,750 

6,240 

23,780 

22,130 

29,050 

72,5€0 

7,590 

9,880 

32,480 
72,230 
18,610 
23,340 
14,260 
47,990 
37,780 

1,450 
6,440 
14,220 
1,990 
8,900 
5,500 
7,080 
1,570 

16,940 
5,710 
5,240 
2,190 



Other 
banks. 



844,680 



8,390 

19,630 

183,820 

341,430 

104,070 

46,450 

66,610 

34,380 

39,900 

4,140 
360 

3,650 
90 
70 
80 

6,240 
1,240 

12, UO 

21,470 
35,880 
65,580 
25,990 
34,900 

46,640 
114,840 
48,430 
22,730 
26,220 
37,610 
44,960 

4,810 
12,030 
15,550 

6,320 
12,380 
14,390 
34,350 

4,240 

12,260 

17,850 

10,010 

6,330 



3,890 


7,070 


4,010 


8,360 


33,250 


18,010 


96,550 


33,180 


8,640 


11,660 


7,090 


6,200 


8,400 


1,610 


13,880 


6,030 


3,820 


680 


2,400 


3,950 


5,0 


1,920 


2,950 


2,330 


7,800 


16,710 


8,370 


8,650 


37,750 


14,540 



Per cent of loans 
made by- 



National 
banks. 



47.5 



50.3 
70.9 
43.4 
41.9 
31.2 
39.3 
67.4 
60.3 
57.6 

17.2 
65.7 
47.9 
96.2 
12.5 
94.2 

74.0 
83.4 
66.2 

50.8 
44.7 
52.5 
22.6 
22.1 

41.1 
38.6 
27.8 
50.7 
35.2 
56.1 
45.7 

23.2 
34.9 
47.8 
23.9 
41.8 
27.7 
17.1 
27.0 

58.0 
24.2 
34.4 
25.7 

35.5 
32.4 
64.9 
74.4 

42.6 
53.3 
83.9 
69.7 
84.9 
37.8 
72.6 
55.9 

31.8 
49.2 
72.2 



Other 
banks. 



52.5 



49.7 
29.1 
66.6 
58.1 
68.8 
60.7 
32.6 
39.7 
42.5 

82.8 
34.3 
52.1 

3.8 
87.6 

5.8 

26.0 

16.6 
33.8 

49.2 
55.3 
47.5 
r7.4 
77.9 

58.9 
6L4 
72.2 
49.3 
64.8 
43.9 
54.3 

76.8 
65.1 
62.2 
76.1 
58.2 
72.3 
82.9 
73.0 

42.0 
75.8 
65.6 
74.3 

64.5 
67.6 
35.1 
25.6 

57.4 
46.7 
16.1 
30.3 
15.1 
62.2 
27.4 
44.1 

68.2 
50.8 
27.8 



Number of banks. 



Total. 



25,876 



1,079 
2,560 
4,722 
7,424 
2,863 
1,832 
2,862 
1,116 
1,418 

162 
120 
102 
436 
55 
204 

867 

364 

1,329 

1,042 
939 

1,345 
641 
766 

1,074 

1,477 

1,416 

754 

630 

941 

1,132 

47 
239 
^ 392 
307 
472 
383 
786 
237 

619 
489 
359 
365 

332 

248 

924 

1,358 

236 
193 

97 
319 

82 

56 
101 

32 

356 
256 
807 



Nar 

tional. 



7,420 



461 

1,472 

1,312 

1,448 

670 

373 

924 

354 

416 

69 
56 
49 
179 
20 
78 

434 
201 
837 

379 
255 
450 
99 
129 

271 
340 
133 
146 
104 
241 
213 

25 
105 
133 
116 

72 

48 
118 

53 

143 

108 

89 

33 

50 

81 

326 

517 

67 
65 
30 
126 
40 
13 
28 
10 

78 

83 

366 



Other. 



18,456 



628 
1,088 
3,410 
5,976 
2,193 
1,469 
1,038 

762 
1,002 

93 
64 
58 

257 
35 

126 

433 
168 
492 

663 
684 
895 
642 
626 

803 
1,137 
1,283 
608 
520 
700 
919 

22 

134 
259 
101 
400 
335 
668 
184 

476 
381 
270 
332 

283 
217 
598 
841 

179 

138 

67 

193 

42 

43 

^ 

278 
172 
553 
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Mr. Thompson. It tends to show the importance of bank money as 
a source of capital for farm-mortgage loans. We did not address 
that inquiry to national banks. 

Chairman Moss. Did you address it to State banks ? 

Mr. Thompson. To all banks except national banks. 

Senator Brady. You have this same information relative to moneys 
secured from insurance companies? 

Mr. Thompson. Yes. I am coming to that next. 

The table also shows the actual amount of insurance-company 
money invested in farm mortgages in each State and the percentage 
which that forms of the estimated total. 

Senator Smith. Are these insurance companies in each State ? 

Mr. Thompson. Those are the life insurance companies of the 
United States. We have tabulated returns from them. We have 
written to all life insurance companies, and they have given us re- 
turns showing the total which they have invested in farm mortgages, 
and also subdivided that according to the amount which has been 
put into each of the States. 

Senator Smith. These figures do not give a very clear understand- 
ing to me. 

Mr. Thompson. This is insurance money [indicating] . 

Senator Smith. And this is bank money [indicating] ? 

Mr. Thompson. Yes. 

Senator Brady. In other words, it seems that the insurance com- 
panies follow the banks in the way of investments. 

Senator Smith. Or else Iowa gets more money than any other 
State. 

Mr. Thompson. Not necessarily. I do not think one could come to 
the conclusion that the two necessarily follow each other. You will 
find some very interesting contrasts. 

Representative Lever. As a matter of fact, does not the farm 
indebtedness in Iowa stand first? 

Mr. Thompson. In Iowa the estimated total farm indebtedness is 
$450,000,000, in round figures. Out of thatiotal insurance companies 
supply, as you see [indicating], over $150,000,000 and the banks 
aroimd $100,000,000. The insurance companies, in other words, sup- 

fly one-third of the total farm-mortgage loan money in the State of 
owa, showing that there is a relatively high percentage of outside 
capital in that State. 

Kepresentative Le\t5r. Has your investigation shown that in these 
States where the farm mortgages are largest you usually f oimd going 
with that fact a more progressive agriculture ? Do you catch what I 
mean? 

Mr. Thompson. Will you state the question again ? I am not sure 
that I understand. 

Representative Lever. I asked whether or not you found that in 
the States which show the largest farm-mortgage indebtedness that 
you likewise found probably the most progressive agriculture among 
the States? 

Mr. Thompson. Yes. 

Chairman Moss. You will also find, Mr. Thompson, that land 
values are the highest and the interest rates are the lowest in those 
States? 
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Mr. Thompson. Yes. 

Chairman Moss. So that the volume of mortgage indebtedness is 
the largest in those States where land values are highest and where 
agriculture is best organized and where interest rates are \pwest. 

Kepresentative Lever. I think that is true. That has been the 
result of my investigation. 

Representative Phelan. I noticed there in all the New England 
States, except Connecticut and New York and New Jersey— the East- 
em States — there is no indication that the insurance companies loan 
on farm mortgaiges inside those States, although those States have 
any number of insurance companies; so they make their investments 
outside of the State? 

Mr. Thompson. Some of the very large insurance companies have 
begun only recently to loan on farm mortgages. That is true of some 
of the big companies in New York City. 

Representative Phelan. And apparently loan outside of their own 
States? 

Mr. Thompson. The placing of those loans is in the more highly 
developed agricultural sections. 

Chairman Moss. One further question, Mr. Thqmpson : In the lit- 
erature on this subject I have seen it stated that in proportion as 
agriculture in the South has been improved in recent years, the vol- 
ume of farm mortgages has increased in practically the same ratio. 
Is that a fact ? 

Mr. Thompson. I think you will find that that is true. 

Senator Hollis. Mr. Moss, have you drawn the conclusion that as 
soon as capital is available 

Chairman Moss. The statement from which I was quoting said 
that for a long period the land in the South was mortgaged to the 
lowest extent of any part of the agricultural section of the Union, 
and while it showed the least volume of registered indebtedness, it 
was probably, as compared with the rest of the coimtry, also the 
poorest developed, but when the South actually began a rapid devel- 
opment in agriculture the mortgaged indebtedness began to increase 
in about the same ratio. Thrit was the general gist of it. I refer to it 
because there are representatives of men from the South here. 

Representative Lever. I think it is absolutely true in our section. 

Senator Smith. I think to a large extent the loans of Georgia have 
followed the improvement of agriculture rather than preceded it. 

Senator HoUiis. They have been able to borrow? 

Senator Smith. They have been able to borrow on those increases 
in agriculture, and their progressive work led them to desire addi- 
tional financial facilities. 

Senator HoiJiis. I have had a feeling of that kind. 

Mr. Thompson. The tables given showing loans from banks indi- 
cate that the estimated total farm-mortgage capital from bank funds 
is about $740,000,000. Our estimated maximum total farm-mortgage 
indebtedness in the United States, based on census figures, is $3,600,- 
000,000. I do not believe it is above that ; it may not be up as high 
as that; that would be the maximum. You will thus see that the 
bank funds supply a little more than one-fifth of the total. 

The information regarding insurance companies indicates that 
they supply approximately one-fifth of the total farm-mortgage 
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capital in this country, .the total from the insurance companies being 
$700,000,000, in round numbers. 

Senator Smith. The balance comes from. the public. 

Mr. Thompson. Among the other sources of farm-mortgage capi- 
tal would have to be mentioned the mortgage companies, which m- 
elude domestic companies, both large and small, scattered all over 
the country and making loans in all parts of the country, either from 
their own funds or from funds that they in turn have secured from 
other investors. 

Senator SMrrn. Mainly from other investors? 

Mr. Thompson. Mainly from other investors. 

Senator Smfth. Very principally? 

Mr. Thompson. Yes; they are largely jobbers or brokers. 

Senator Brady. What is the proportion of individual investors ? 

Mr. Thompson. We have at hand no definite data showing the 
percentage of farm-mortgage capital in any given State supplied by 
private investors, but by a process of elimination we can show the 
relative importance of it in some States, and it is interesting to note 
that in such States as New York, Penngrlvania, Michigan, and Wis- 
consin the percentage of capital from private investors is relatively 
very high. Take, for instance, the State of New York, where we 
have practically no commissions on farm-mortgage loans. There you 
find that the insurance companies furnish practically no farm- 
mortgage funds. You also find that the banks supply approximately 
10 per cent of the total. You thus have 90 per cent to account for. 

Senator Smith. Which indicates, also, that the public is ready to 
absorb a large part of the farm loans if they are put in satisfactory 
^ape? 

Mr. Thompson. Yes. 

Eepresentative Hawley. What per cent of these farm mortgages 
arise in this way : Where a man sells his farm and takes a mortgage 
back? 

Mr.' Thompson. A great many undoubtedly arise in just that way. 

Representative Hawley. Do you have any figures on that? 

Mr. Thompson. There are no figures available to us on that. 

Chairman Moss. You spoke of New York and the individual 
owners holding such a large proportion of the loans. Outside of a 
registration tax, there is no tax on mortgages in New York State, 
is there, Senator Hollis? 

Senator Hollis. I think in New York the tax is one-half of 1 per 
cent at registration and nothing after that. 

Eepresentative Phelan. I suppose the same thing would apply in 
Massachusetts, and in Massachusetts they have no tax at all. They 
have to pay 76 cents to register, but no tax, unless the amount of the 
loan exceeds the valuation of the property that is already taxed. 
There is no tax on mortgages in Massachusetts. That does not in- 
clude that very fact, and in the study of mortgage matters I think 
the question of taxation is imdoubtedly one of the most pertinent 
subjects, because in those States where there is a very large accumu- 
lation of capital and they can invest it on absolute security the 
farm loan is one of the most remunerative under the present arrange- 
ment, and private capital goes into it eagerly. 

Of course, they invest money in farm mortgages outside of the 
State, but you are speaking of local money. 
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Eepresentative Hawley. You said about one-fifth of the farm 
mortgages were held by the local banks and about one-fifth by 
insurance companies. 

Senator Hollis. By banks altogether. 

Senator Brady. Outside of national banks. 

Eepresentative Hawley. Is the rate of interest charged by each 
the same ? Da banks in making their loans charge about the same 
that the insurance companies do, or does one charge a higher rate? 

Mr. Thompson. In a given territory? 

Representative Hawley. Yes. 

Mr. Thompson. The tendency is where insurance funds come into 
any State that costs become lower as a result, and it appears that 
local investors are influenced in their charges by rates on such capital 
from the outside. In other words, where private investors formerly 
got higher rates, they adjust themselves to the lower level after the 
new capital comes in. 

Representative Hawley. So the tendency would be that the in- 
surance companies would charge at any given time a little lower rate 
than the other capital ? 

Mr. Thompson. They themselves receive less. Their rates, to- 
gether with the commissions charged, would make the total charge 
to the farmer the same as the local charges, provided you had the 
same class of mortgage under consideration. 

Senator Brady. But the entrance of insurance companies into the 
field has a tendency to lower the rate? 

Mr. Thompson. Ordinarily. I would like to add that ordinarily 
insurance companies represent a conservative class of investors; but 
there are also some insurance companies that seem interested in 
relatively high rates. 

Chairman Moss. And investigation would ordinarily show that 
the insurance companies generally seek the best risks. 

Senator Hollis. I might state that the financial agent of the* Pru- 
dential Life Insurance Co. appeared before our suDCommittee and 
gave the figures of the loans, which were very extensive, on farm 
property in the Middle West, and he said they had never lost a dollar 
on farm mortgages. 

Representative Hawley. Do they have a special division in their 
company handling the farm-mortgage matters ? 

Senator Hollis. No ; I do not think so. I have forgotten the name 
of that man who appeared, but he had charge of all mortgages. 

Mr. Thompson. I can answer, if you desire. You could group 
all insurance companies that invest in farm mortgages into two 
classes: On the one hand, there is a large number of relatively small 
insurance companies, whose amount invested in farm mortgages is 
not sufficient to justify establishing their own machinery, and who 
go right into the market and buy mortgages from fairly well- 
established concerns, either mortgage companies or savings banks; 
on the other hand, among the large life insurance companies, which 
invest relatively large sums in farm mortgages, you will find well- 
established farm-mortgage departments. The organization of these 
farm-mortgage departments differs as between insurance companies. 
In general, it may be stated that they make use of existing local 
banks or other local agencies, and have agents or correspondents 



RUBAL CBEDITS. 118 

through whom they receive applications for loans. The insurance 
companies themselves may have farm-mortgage agents located in, 
let us say, a number of leading cities, each assigned a given territory 
covering, for instance, a number of States, or more often only one 
State or a part of a State. In that case when the farmer wants a 
loan he goes to his local bank. The local banker has on hand appli- 
cation blanks provided, in the first instance, by a large insurance 
company, maybe blanks from several insurance companies, for whom 
he acts as agent. The farmer fills out an application blank. . The 
local banker who acts as agent has first-hand knowledge of the farm 
property in question and fills out his statement of the appraised value 
of that farm. That is sent to a district agent, if there is such a dis- 
trict agent, or direct to the insurance company's farm-mortgage de- 
partment, and there it is acted on first by a general farm-mortgage 
agent. He, in turn, has considerable information bearing on condi- 
tions all over the territory in which they make loans. If he regards 
the security as adequate, he will pass it on to a committee of, say, 
five or seven in the insurance company who constitute the finance 
committee on investment, and who will either accept or reject that 
particular loan. 

But, in any case, before an insurance company accepts a farm- 
mortgage loan sent up in the manner I have described, they have 
the security examined by their own salaried appraiser, who makes 
the rounds and exammes the individual farm property of every 
mortgage considered, and his appraisal is the most important ap- 
praisal from the standpoint of the insurance company in determining 
whether to accept or reject any giveifloan. 

Senator Hollis. That is, the physical loan is passed upon by two 
authorities — the local bank, to whom the applicant makes his original 
application, and then this agent of the insurance company? 

Mr. Thompson. Yes ; and it is also ordinarily passed upon and an 
additional statement furnished by two local citizens, which state- 
ment is sent in with the application blank itself. 
Senator Brady. They are called appraisers. 

Mr. Thompson. However, the statement from the local citizens is 
not considered of as great importance by any of the larger insurance 
companies as the other two appraisals, and of the other two, of 
course the appraisal by the salaried appraiser of the company is the 
most important. 

Senator Brady. Does the appraisement for State taxation come to 
be considered as an element in making loans? 
Mr. Thompson. Yes. 

Representative Phelan. Have you information showing how much 
of a loan the insurance companies, as a practice, will make as com- 
pared to the appraised value of the farm property ? 

Mr. Thompson. Insurance companies usually prefer to limit their 
loans to 40 per cent of the appraised value, and generally will not 
exceed 50 per cent. . 
Senator Smith. Is it not 50 per cent of actual value ? 
Mr. Thompson. Their appraisal is usually supposed to reflect 

actual value. 

Senator Smith. Appraisal usually represents 50 per cent. 

45712—16 ^8 
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Representative Phelan. I mean the appraisal the insurance com- 
panies themselves make, which would be what I. would call the actual 
value. 

Senator Smith. Their appraisal? 

Mr. Thompson. Yes. 

Senator Smith. You had just been speaking of tax value. 

Mr. Thompson. They realize the wide differences in assessment sys- 
tems of different States. 

Chairman Moss. The question I wish to bring out is this: In the 
consideration of mortgage credits there was one line of authorities 
trying to make the appraised value of the taxation the limit that 
should be loaned. I know very well that this is not seriously consid- 
ered in the section of the country referred to, because there is a uni- 
versal underappraisement, except in certain States. I think Ohio, 
under its present tax sj^stem, has a very close appraisal to the real 
value. The rate is limited, however, and the tax rate can not rise 
above 1 per cent, unless the people of that particular district vote the 
luithority to make a higher rate; but inasmuch as the rate is limited 
on real estate there is a very strong effort to bring the appraisement 
to its true cash value. Thus in Ohio land is probably assessed very 
close to its real and absolute selling value. But that has only been a 
condition brought about in the past few years, and only made possible 
by the limitation of the rate of taxation upon land. 

Representative Hawley. When this agent makes his appraisal, 
does he make an estimate of the value of that property, as the result 
of a capitalization of its reasonable earning ability ? 

Mr. Thompson. Are you speaking 

Representative Hawley. Of the agent of the insurance company. 
Does he make that valuation upon a capitalization of the reasonable 
earning capacity of the property ? 

Mr. Thompson. He appears to consider all the known factors en- 
tering into the value of the given piece of property, and so far as 
the actual earning power can be ascertained he is interested in get- 
ting at it. 

Senator Smith. But frequently large parts of the land are not 
imder cultivation at all ? 

Mr. Thompson. Yes. 

Senator Smith. And have at the present time no earning capacity. 

Representative Hawley. I was asking these questions, oecause in 
the general work of the committee this whole matter of appraisal is 
going to come up. I wondered if they — these great insurance com- 
panies — ever made loans where the reasonable earning capacity is an 
element in the matter. 

Mr. Thompson. There are relatively few farms in the United 
States to which j^ou can go and get information as to the actual net 
income. 

Chairman Moss. If you could find a particular farm in which you 
could do so, is it not true that the net income is very largely depend- 
ent on the ability with which the property is managed? In other 
words, you may go in the same neighborhood arid take two pieces of 
land of precisely the same productive value, and let one man with 
ability farm the one and a farmer lacking business ability farm the 
other, the net income of the two farms as shown by the books will 
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be widely different. The question then arises, Does that value come 
from the farmer, or does it reside in the land I 

Senator Brady. In the final analysis of these appraisements the 
insurance companies depend upon the direct paid agents, do they not? 

Mr. Thompson. Yes. 

Senator Brady. The first two appraisers are farmers or neighbors 
in the community? 

Mr. Thompson. Yes, sir. 

Senator Brady. They simply call the attention of the insurance 
company to this loan? 

Mx. Thompson. That is all. . 

Senator Brady. And from that it passes to the banker or agent, apd 
he gives the insurance company all the information that he possesses 
about the individual and about the community and about this par- 
ticular piece of land, and that enables the insurance company, as I 
understand it, to decide whether they want to seriously consider the 
loan or not ? 

Mr. Thompson. Yes, sir. 

Senator Brday. After that is done they then send their direct rep- 
resentative there and he takes in all the conditions surrounding the 
property ? 

Mr. Thompson. Of course, these insurance companies in their mort- 
gage department have accumulated a great deal of information about 
the territory in which they operate which is available. They have 
big plats and annotations on those plats with regard to farm values, 
road conditions, and a lot of pertinent information bearing on the 
real value of farms in the different sections, and when their appraiser 
comes in they have not only specific information with reference to the 
given piece of land, but they have also the general information which 
is available from their files. 

Senator Brady. That is just the point I wanted to make. What we 
must do in order to get the insurance companies to introduce more 
liberality in farm loans is to in some way get them in closer direct 
connection with the producer on the farm by representative men 
who make special investigations for that company. 

Mr. Thompson. Yes, sir. Speaking of the insurance companies as 
a source of farm mortgage loans, I should like to go further and say 
that those smaller companies that buy their mortgages right in the 
open commercial market must rely on the commercial market to 
standardize the mortgages for them ; on the other hand, these larger 
companies which have their own mortgage departments, they them- 
selves standardize the niortgages which they accept. 

Senator Smith. Do you not come in contact with still another p1?rn 
used by some of the large insurance companies? That of selecting 
a savings bank in a State or a State bank and saving to that bank: 
" You can loan. We will furnish you $250,000 all the time and you 
can make the loans. We reserve the privilege at any time within 
12 months to turn back on you mortgages where you have loaned 
beyond 50 per cent of the value of the property." 

Mr. Thompson. My former statement was incomplete to the ex- 
tent that I omitted that. That, as I understand it, is the usual 
custom that prevails among all the larger insurance coinpanie? — they 
accept their mortgage loans on condition that they can turn them back. 
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Senator Smith. They make no preliminary investigation at all. 
A local State bank handles the money and makes the loans to different 
parts of the State and turns the mortgages over to an insurance 
company, but reserves the right at any time within 12 months, if, 
upon examination, the loan exceeds 50 per cent of the value of the 
property, to call upon the bank to take that loan back and place it 
somewhere else. 

Chairman Moss. The subcommittee will now stand adjourned until 
10 o'clock to-morrow morning. 

(Thereupon, at 1.05 o'clock p. m., the subcommittee adjourned to 
meet to-morrow, November 16, 1915, at 10 o'clock a. m.) 
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WEDNESDAY, NOVEMBEB 17, 1915* 

CONGBESS OF THE UnITBD StATES, 

Subcommittee on Rural Credits, 

Washingtofiy D. C. 

The subcommittee met in the hearing room of the Committee on 
Banking and Currmcy of the United States Senate at 10 o'clock a. m. 
. Present, the chairman (Mr. Moss), Senators Hollis and Smith, 
Representatives Hawley, Lever, and iPhelan. 

Also present. Representative E. A. Hayes and Mr. C. W. Thomp- 
son, of the Department of Agriculture. 

Chairman Moss. The committee will come to order, with Mr. 
Thompson continuing his statement. 

Mr. Thompson. I am presenting here a table (Exhibit I) showing, 
by States, the estimated total amount of the short-time loans to 
farmers made by banks, and also the part from national banks and 
the part from noimational banks in separate columns. 

Chairman Moss. In a general way, which class of banks carry the 
largest volume of loans? 

Mr. Thompson. It varies considerably as you go from State to 
State. On the whole, out of an estimated total of $1,600,000,000 
loaned to farmers on personal and collateral security by banks, the 
national banks supply, in round numbers, $766,000,000 and the non- 
national banks $845,000,000. 

Senator Smith. Have you classified that by States? 

Mr. Thompson. Yes. I was coining to that next. In addition to 
the columns showing the estimated total amount from nonnational 
and Rational banks oy States, there are in the table other columns 
which indicate, by percentages, the part in each State supplied by 
national banks and the part supplied by nonnational banks. I have 
arranged alongside of that data showing the total number of banks 
in each State according to the 1913 report of the Comptroller of 
the Currency, which was the latest one available when the estimates 
were made up, and also the number of national banks and nonnational 
banks. 

Representative Hawley. And the amount loaned in each State 
by each one? 

Mr. Thompson. The columns show the total amount from each 
class of banks. 

Looking at the percentages from each class — ^that is, from non- 
national and from national banks — ^if you take the country as a 
whole you find that 47.5 per cent of the loans are made by national 
banks and 52.5 per cent by nonnational. Looking at the individual 
States, you will find, as I stated a moment ago, a very wide variation. 
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Senator Smith. Take North Dakota, or a few of the States where 
the rate is high and where it is low, and let us see. 

Mr. Thompson. Beginning in the New England group, where the 
rates are known to be very low, we find variations such as these: 
111 Massachusetts, 96 per cent of the loans are made by national 
banks ; in the State of Maine, 83 per cent by nonnational banks. 

Senator Smith. How do the rates vary in those two States? TVhat 
is the average rate in Maine and what is the average rate in Massa- 
chusetts ? 

Mr. Thompson, It is somewhat higher in Maine. 

Senator Hollis. The reason for that is that Maine had a limit on 
the interest rates up to some 20 years ago, and a banker there in 
the legislature by a trick changed the law by claiming to improve 
it so that it should be 4 per cent unless some other rate is agreed to 
by contract. Since then the rate has gone up in Maine, and it should 
be as low as it is in Massachusetts. 

Mr. Thompson. The average total rate in Maine is a little over 
7.5 per cent. The average total in Massachusetts is 6.5 per cent. 
Our reports indicate that the high average for the State of Maine 
is due largely to the high rates charged in the northern part of the 
State. 

Senator Smith. Let us take Ohio and Illinois. 

Representative Hawley. It might help there a little if you would 
tell the number of national banks and nonnational banks in each 
State, because the number of banks would have some relation to the 
loans. 

Mr. Thompson. Yes; I will do that. In Massachusetts, out of a 
total of 436 banks, there are 179 national banks and 257 other than 
national. 

Senator Hollis. That includes savings banks? 

Mr. Thompson. That includes all banks that are not national. 

Senator Hollis. There are very few State banks in Massachusetts 
except savings banks. 

Mr. Thompson. In the State of Maine there are 162 banks, of 
which there are 69 national and 93 other than national. 

Senator Hollis. The savings banks in the East make very- few 
personal loans — almost none? 

Mr. Thompson. I notice in the State of New Hampshire that it is 
the trust companies that make the loans, and not the savings banks. 

Senator Hollis. That is against their policy. 

Mr. Thompson. Continuing down the column, in New York 74 
per cent of the personal loans to the farmers are from national banks 
and 26 per cent from other than national banks In that State the 
number of banks in the two classes is practically the same, the total 
being 867, the number of national banks 434, and other than national 
433. What is true of New York seems to apply almost in the same 
ratio to Pennsylvania. In that State 66 per cent of the loans are 
from national banks and 34 from nonnational banks. Pennsylvania 
has, however, relatively more national banks ; out of a total of 1,329 
there are 837 national and 492 other than national. In States like 
Ohio and Indiana the percentages from the two classes are very 
liearly the same. In Ohio 50.8 per cent from national banks and 
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49.2 per cent from other than national. In that State, out of 1,042 
banks, there are 379 national and 663 other than national. 

Senator Smith. The banks other than national furnish a large 
part of the farm loans ? 

Mr. Thompson. Yes. In Indiana there is a little more variation, 
44.7 per cent coming from national banks and 55.3 per cent from 
other than national. Indiana has 939 banks, out of which 255 are 
national and 684 other than national. However, as you go to Michi- 
gan or Wisconsin, the ratios are decidedly the other way, and they 
are very much alike in those two States. In Michigan the percentage 
of loans to farmers from national banks is only 22.6 per cent, while 
that from banks other than national is 77.4 per cent. In that State, 
out of 641 banks, 99 are national and 542 other than national. Simi- 
larly, in Wisconsin, 22 per cent of the loans are made by national 
banks and 78 per cent from other than national. In that State, like- 
wise^ the relative number of other than national banks is large. Out 
of 755 banks 129 are national and 626 other than national. 

Chairman Moss. The total rate in Wisconsin is the lowest in that 
group of States, is it not? 

Mr. Thompson. Yes. 

Senator SMrrn. Lower than Ohio. 

Mr. Thompson. The lowest total rate in the series from Ohio on 
westward. 

Chairman Moss. And the largest percentage of the loans comes 
from nonnational banks? 

Mr. Thompson. Yes. 

Chairman Moss. I think that is an important thing to keep in mind 
on that matter. 

Mr. Thompson. Conditions in Iowa and Missouri are very similar 
to those in Wisconsin and Michigan. For instance, in Iowa the 
national banks furnish 38.6 per cent of the total loans; other than 
national banks, 61.4 per cent. In Iowa, out of 1,477 banks, 340 are 
national and 1,137 other than national. After I finish citations for 
a number of States in the manner I have given them, I would like to 
go back and refer to some other facts with reference to the two classes 
of banks in some of these States. In Missouri 27.8 per cent of the loans 
come from national banks, 72.2 per cent of the loans from other than 
national. There the relative number of other than national banks is 
large. Out of 1,416, 133 are national and 1,283 other than national. 
On the other hand, in States like Nebraska and Kansas, we again find 
an evenly balanced relation between the two sources; the one im- 
portant reason, in my opinion, for that I will mention later. Con- 
fining ourselves now to the relative importance of the two classes, we 
find m Nebraska 56 per cent of the loans are from national banks 
and 44 per cent from other than national. There are, out of 941 
banks, 241 national and 700 other ifchan national. 

In Kansas 45.7 per cent of the loans are from natioanl banks and 

54.3 per cent from other than national. Of the 1,132 banks in 
Kansas, 213 are national and 919 other than national. 

Representative Hawley. In proportion to the number of banks in 
those two States, the national banks furnish much the larger part of 
the loans to farmers? 



120 BUBAL CBEDITS. 

Mr. Thompson. Much the larger. 

Senator Smith. Give it right now. 

Mr. Thompson. We will find, as we go down the line, that in those 
States where cattle loans are of relatively great importance the 
national banks figure prominently in the bu4ess. 

Senator Smith. They are large transactions? 

Mr. Thompson. Yes. That applies in Oklahoma and Texas, and 
when we get over to the Rocky Mountain group of States you will 
find the loans from national banks are relatively important. 

Mr. Hawley. When you speak of the per cent of loans by the 
national and nonnational banks, do you mean the number or amount 
of the loans? 

Mr. Thompson. The amount of loans. Turning next to the South- 
ern States, east of the Mississippi, we find, in South Carolina, that 
27.7 per cent of the loans to farmers are from national banks and 
72.3 per cent from banks other than national. In South Carolina, 
out of 383 banks, 48 are national and 335 other than national. In 
Georgia, 17.1 per cent of the total personal loans to farmers are from 
national banks and 82.9 per cent from other than national. Of the 
786 banks in Georgia, 118 are national and 668 other than national. 

In Alabama 34.4 per cent of the short-time loans to farmers are 
from national banks and 65.6 per cent from other than national. In 
that State, out of 359 banks, 89 are national and 270 other than 
national. 

Mr. Flannagan. In your table have you compared that relation 
with the capital stock of the bank? Is that in the table also? 

Mr. Thompson. I have some information on that. 

Mr. Flannagan. You have stated the number of banks, without 
any reference to their capital? 

Mr. Thompson. This comparison pays no attention to capital; it 
simply takes the national and other than national banks. I also 
have some data comparing banks of less than twenty-five thousand 
capital with banks of twenty-five thousand and more capital, which I 
shall come to later. 

In Mississippi 25.7 per cent of the loans are from national banks, 
74.3 per cent from banks other than national. Of the 365 banks in 
Mississippi, 33 are national and 332 other than national. The same 
relations obtain in Arkansas and Louisiana as in the other States of 
the South just referred to. I will not cite further on that. 

Turning to Oklahoma and Texas. In Oklahoma 64.9 per cent of 
the total loans are from national banks and 35.1 per cent from other 
than national. In that State, out of 924 banks, 326 are national and 
598 other than national. 

In Texas 74.4 per cent of the total loans come from national banks 
and 25.6 per cent from other than national. Of the 1,358 banks in 
Texas 517 are national and 841 other than national. 

Representative Lever. How do you account for that, this difference 
between the patronage of the people of Oklahoma and Texas of the 
national banks, and of the people of South Carolina and Georgia and 
North Carolina — I think theirs is about the same ratio — ^their patron- 
age of the State banks? Is it due to the fact that we, in the older 
sections of the South, by education and training rely more upon the 
State than the Federal Government, and vice versa with Texas and 
Oklahoma ? 
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Mr. Thompson. I regard the relative importance of cattle loans 
in Texas and Oklahoma as the most important factor. 

Bepresentative Leveb. Would this other have any effect at all, in 
your judgment? 

Mr. Thompson. I have not thought of that in this connection. It 
mav have its bearing. 

Representative Le\'eb. In addition to cattle loans there would be 
other stock loans? 

Mr. Thompson. I am speaking of stock loans generally, both for 
cattle feeding and for cattle raismjg. 

Mr. Flannagan. Have you considered the cause of the development 
of the national banks, why there should be a larger proportion in 
one section of the country than in another? Taking Texas, you have 
got a very*large proportion of national banks. In Georgia you have 
the State banks developed. Have you every tried to find a cause for 
such a development? 

Mr. Thompson. One factor has appealed to me as having a bear- 
ing on that, and that is that in a cattle country, where the cattle are 
offered as security for loans, you have a kind of short-time note 
which apparently appeals to national banks. 

Senator Smith. That is a commercial transaction. 

Mr. Thompson. Yes. 

Senator Smith. And the city banks in all of these States are 
largely national banks. I think I can give a further reason; in these 
older States a good many of the institutions, the smaller banks, have 
been organized for some time, before the privilege of organizing a 
$25,000 national bank existed. I think you will also find in these 
Southeastern States a provision that allows the organization of a 
$25,000 bank, with $15,000 paid in, which really is a smaller cash 
capital than is required, so that, numerically, the State banks are 
much larger, while you take the total capital you will find the capital 
of the national banks is probably larger in those States than the 
capital of the other than national banks. There are numerically 
more State banks, but in financial strength the national banks prob- 
ably exceed the State banks to quite a large extent. 

Senator Hollis. My recollection is that the capital of the State 
institutions is practically the same as that of the national institu- 
tions, taking it right through the country as a whole. The total gross 
capital of the State banks is about the same as the total of the 
national banks, and we all know that in the North the capital of the 
national banks largely preponderates, therefore, it must of necessity 
be the capital of the State banks preponderates a little; but I thint 
what Senator Smith says accounts for it. 

Mr. Flannagan. Do you not find also that since 1890, which I think 
is the time the $25,000 banks were allowed to be organized, that the 
relative proportion, both in capital and in number of those banks 
has increased? 

Mr. Thompson. Very rapidly. If you look at the financial dia- 
grams made by Mr. Andrews and made a part of the Monetary Com- 
mission report submitted to Congress, you will find lines showing 
the number of national and other banks; also the capital for these 
banks each year. This will show that there was a very rapid in- 
crease in the number and total capital of the national banks at the 
time mentioned by Mr. Flannagan. 
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Mr. Flannagan. Proportionate to the development of the State 
banks there is a rapid increase of percentage. I think that would 
naturally be so. 

Mr. Thompson. Turning now to the Rocky Mountain group of 
States, we find in Colorado 69.7 per cent of the short-time loans to the 
farmers are from national banks and 30.3 per cent from other than 
national. In that State, out of 319 banks, 126 are national and 193 
other than national. 

In Utah, 72.6 per cent of the loans are from national banks and 
27.4 per cent from other than national. There are 101 banks in 
Utah, of which 23 are national and 78 other than national. The 
only exception I have noticed in the Rocky Mountain group to the 
relatively greater importance of the national banks, as illustrated in 
the case of Utah and Colorado, is Montana. In that State 42.6 per 
cent of the total loans are from national banks and 57.4 per cent 
from other than national. There are 236 banks in Montana, of 
which 57 are national and 179 other than national. However, in 
Montana, I find that the small banks, those with a capital of less 
than $25,000, hold less than 24 per cent of the short-time loans and 
that banks with a capital of $25,000 or over hold 76 per cent of the 
fihort-time loans. 

I might add that out of the total amount supplied by other than 
national banks to farmers on short-time loans m the United States, 
State and private banks supply 82 per cent, savings banks 10 per 
cent, and trust companies 8 per cent. 

Senator Hollis. Will you give us Oregon and California with, 
reference to the information you have been giving? 

Mr. Thompson. Yes. A very interesting change is noted as one 
proceeds from Washington through Oregon to California. In 
Washington, 31.8 per cent of the loans are irom national banks and 
68.2 per cent from other than national. There are 356 banks in 
Washington, of which 78 are national and 278 other than national. 

In Oregon the relative importance of the two classes is almost 
equal, 49.2 per cent of the loans coming from national banks and 
50.8 per cent from other than nationalT There are 255 banks in 
Oregon, of which 83 are national and 172 other than national. 

In California, 72.2 per cent of the loans are from national banks 
and 27.8 per cent from other than national. There are 807 banks in 
the State, of which 255 are national and 552 other than national. 

Senator Hollis. What would be the lowest capitalization for a 
State bank in California ? Mr. Hayes says he thinks $25,000. 

Mr. Thompson. That is my understanding for all of the State 
banks in California. We are making a classification of the banks 
according to whether they are large or small, showing the date in 
one column for those that have a capital of less than $25,000 and in 
another column for those having a capital of $25,000 and over, in 
order to note the relative importance of each group in relation to 
short time loans to farmers. I have with me the figures from seven 
of the States. The calculation is being made in my office at the 
present time for other States. In Minnesota, banks with a capital 
stock of less than $25,000 report 59.1 per cent of the short-time loans, 
while banks with $25,000 capital and over report 40.9 per cent oi 
the short-time loans to farmers. If we may use the word " smaller " 
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to indicate banks with a capital of $25,000 in the next few citations, 
you will understand what is meant. 

In Iowa the savings banks supply something like one-third of the 
short-time farm loans of the State. There are 791 stock saving 
banks in that State; the number is 56 per cent of the total number 
of stock saving banks in the United States; that is more than half 
of all the stock saving banks in the country are in the State of Iowa. 

Mr. Hayes. Not savings banks only ? 

Mr. Thompson. Yes. 

Mr. Hayes. Do they have mutual cooperation ? 

Mr. Thompson. I know of no mutual savings banks in Iowa. In 
fact, there are very few mutual savings banks outside of New Eng- 
land and the North Atlantic States. One fact I have noticed with 
reference to the Iowa situation is that they permit stock savings 
banks to be organized with a capital as small as $10,000. That situa- 
tion, however, seems to be unique. In California the minimum capi- 
tal of a stock savings bank is $25,000. 

Senator Hollis. I assume that there is no relation between the 
capital and total amount of the deposits received ? 

Mr. Thompson. The only restriction I have noticed in Iowa is 
with reference to the reserve requirements. In the State of Cali- 
fornia I notice the reserve requirement is uniform as between savings 
banks and commercial banks. 

Mr. Hayes. But the savings and the commercial banks are kept 
distinctly and wholly separate, like a separate bank, in a different 
room ; in fact, it does its business over a different place and different 
set of officers and everything. They do not allow them to be com- 
bined in California at all. 

Mr. Thompson. In Kansas banks with a capital of less than 
$25,000 report 50.5 per cent of the total short-time loans. Banks with 
a capital of $25,000 or over report 49.5 per c^nt of the short-time 
loans. 

Senator Smith. What is the Kansas rate ? 

Mr. Thompson. The short-time total rate in Kansas is 9 per cent. 
That means nominal interest plus extra charges reduced to an annual 
basis. In Georsria the small banks — ^that is, those with a capital of 
less than $25,000 — report 30 per cent of the short-time loans, whereas 
those with a capital of $25,000 or over report 70 per cent. 

Senator Smpih. How would you be able to determine that a bank 
has a capital stock of less than $25,000? No bank can be organized 
in the State without a capital stock subscription of $25,000. 

Mr. Thompson. We took the list of banks listed for your State, as 
well as for other States, and noted the capital stock. 

Senator Smith. Actually paid in ? 

Mr. Thompson. The capital stock of each bank, and then grouped 
them in the two columns. 

Senator Smith. The capital stock of the smallest bank is $25,000 
in the State, but they are allowed to begin doing business with actu- 
ally paid in capital of $15,000. 

Mr. Thompson. The list of banks from which our list was made 
up indicated, with the name of the bank, the capital stock. 

Senator Smith. Actually paid in. 

Mr. Thompson. And that was taken as the basis. 
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Senator Hollis. Did you get it from the census? 

Mr. Thompson. No ; we tooki;he bank reports. 

Senator Holus. Then you have it more recently than the census? 

Mr. Thompson. Yes. 

Representative Phelan. Is there any time within which they have 
to pay in $25,000 ? 

Senator Smpth. No ; they can pay in $15,000 cash and begin doing 
business. 

Representative Phelan. And keep on doing business? 

Senator SMrrn. Unless the statute has been changed since the last 
time I examined it several years ago, it only required $15,000 actu- 
ally paid m. 

Representative Hawley. You will add to that table the data for 
all the States you have given us? 

Mr. Thompson. I will add as much as we can within the time limit 
you will give us before this has to go to the printer. I have four more 
States for which figures of that kind are available. In Montana, the 
so-called small banks report 23.9 per cent of the short-time loans; in 
Texas, 37.1 per cent ; in Mississippi, 44.1 per cent ; and in Washington, 
20.7 per cent. You will thus see that there are wide variations in 
diflferent sections of the country. 

Representative Hawley. Have you made an inquiry as to whether 
the demands for short-time loans in these several States have been 
met? Have the banks been able to meet all of the demands made 
upon them for short-time loans? 

Mr. Thompson. The total cost of loans, as shown by the figures in 
the table, indicates the conditions under which such loans are*made. 

Representative Hawley. I want to know whether the banks are 
able to meet the demands for loans, or whether a large number of 
applications for loans are not satisfied. Have you any information 
on that ? 

Mr. Thompson. Do you mean that the bank says they can not loan 
because they have not anything to loan? 

Representative Hawley. Yes. 

Mr. Thompson. Our attention has been called to the difficulty 
which Senator Smith referred to earlier in the hearings — ^the diffi- 
culty at certain seasons of the year in supplying capital because of the 
congested demand, so that the difficulty is relatively greater at some 
seasons than others. We have no data showing, for instance, the 
actual rejections of loans. 

Senator Smith. But you gentlemen know there are seasons of con- 
gestion when it is very difficult for the banks to meet the demands? 

Mr. Thompson. Yes; that is clear. 

Representative Hawley. And that prevails generally? 

Mr. Thompson. That varies, however, with the peculiarities of 
conditions in different sections, depending partly on the character 
of the farming. 

Chairman Moss. As a rule, that comes with the harvest period in 
any section, does it not? 

Mr. Thompson. Yes. 

Chairman Moss. Is it the harvest period, or is it the planting 
period? 

Mr. Thompson. It is during the growing season. 
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Senator Smith. It is the expense of producing the crop which 
grows greater and greater as the investment in the labor or develop- 
ing the crop continues. 

Mr. TnpMPSON. That applies to crop territory. Then, where the 
cattle loans figure prominently, the cattle-feeding seasons draw heav- 
ily for that class of cattle paper. Cattle-feedmg paper has to be 
considered separately from cattle-raising paper, because of the rela- 
tively long-time paper for cattle raising. 

Mr. Chairman, that concludes the number of tables that I have to 
present at this time. 

I believe the question was raised earlier in tho. hearing as to what 
explanation regarding factors affecting variations in cost might be 
submitted. I have some statements that I can make in reference to 
that. 

Senator Hollis. I am anxious to have you make all the generaliza- 
tions you will when you get through, because those are going to be 
more valuable to us. The tables for rates are for drawing the gen- 
eralizations in the bill. 

Mr. Thompson. The first set of generalizations I would submit are 
not such as bear, perhaps, directly on the framing of a bill, but 
would have an indirect bearing, surely. Later .suggestions might 
have a more direct bearing on proposed legislation. Why do the 
charges on loans vary as between borrowers in a given locality, and 
why do the costs vary as between different regions of a State or 
between different States? Consider first the causes of variation as 
between borrowers in a given locality. I may mention six factors, 
namely, the personal character of the borrower, his ability as a farmer 
and as a business man, the size of the loan, the time for which the 
money is borrowed, the question as to whether the borrower is a regu- 
lar patron of the bank, and the possibility of favoritism. I suppose 
that I should discuss first the personal character of the borrower, the 
question of whether he is known to be honest or not, which is, of 
course, vital — and that is true in all credit. A sound credit system 
must take cognizance of the difference in character between borrow- 
ers; and the system is not sound if it does not refuse credit to the 
dishonest man just as effectively as it extends credit to the man 
who is honest and who has the other qualities necessary in the exten- 
sion of credit. 

Aside from personal character, the question of his capacity as a 
farmer is very important — ^his business ability as a farmer. In the 
same region we will find one farmer who is known to be a man of 
good business judgment and ability; the income from his farm is 
relatively safe from year to year ; he knows how to turn over capital 
which he has to advantage. In the same locality are other farmers — 
as would be found among business men generally — who do not have 
good business judgment and whose farming shows it. Obviously a 
sound credit system must be so constituted that it refuses credit 
where there is lack of business ability; otherwise it would not be 
used wisely; and that must be kept in mind just as much as the need 
of extending credit where there is business ability. 

Chairman Moss. In that connection, the question arises whether 
that ability influences more the rate of interest or the volume of 
credit extended. I could readily see how, of two farmers in a section, 
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one would be given a much larger line of credit by a bank than the 
other, on account of business ability. That is quite apparent. It is 
not quite apparent to my mind that it would influence the rate if they 
granted credit. , 

Mr. Thompson. The two considerations I have mentioned suggest 
that a proper system of rating farmers and borrowers is desir£U)le, 
just as it is in the case of other business men. In other words, that 
the quality test should be applied there as evervwhere in the exten- 
sion of credit. A man who can show a sound basis for credit, who 
can meet the quality test, as compared with another man who can not, 
is the man who should receive credit. It is strictly a business propo- 
sition, and should be handled on that basis. 

Senator Hollis. Is it your observation that that quality test is 
generally applied by the banks throughout the country in dealing 
with farmers? 

Mr. Thompson. I think that much of the time the quality test is 
not applied any more there than it is in the marketing of eggs in 
the country store oftentimes : that is, when the storekeeper takes good 
eggs and bad eggs and puts them together and pays by the dozen, and 
the man who brings in good eggs does not get any more than the 
man who brings in bad eggs. 

Representative Hawley. You think they do not candle enough ? 

Mr. Thompson. Yes. 

Chairman Moss. In this connection I notice the Federal Trades 
Commission is suggesting that their experts will be placed at the dis- 
position of business men, merchants, and manufacturers to assist in 
the preparation of a showing of their respective business upon which 
banks will grant credit much more readily than they do now. This 
is purely a governmental activity, and, so far as I noticed from the 
circular, it was limited in its oner to certain classes of .citizens. Is 
there any attempt on the part of your department to perform a like 
service for the farmers as you suggest ? 

Mr. Thompson. I understand that the services of agricultural 
county agents have been sought by banks for recommendation with 
reference to the placing of prospective loans, the service in that case 
consisting of some plan like this: The bank would ask this agricul- 
tural expert to take up with the prospective borrower the question of 
how much he wants to borrow. He would discuss with him the ques- 
tion of whether the proposed amount is really needed or not, and the 
plan that he expects to follow in using that loan; he would examine 
the quality of the investment which he intends to make, and go over 
with him the whole question. In other words, the county agent 
would work out a complete plan for a given investment as a pro- 
tection both to the bank and to the farmer. The plan might even 
go further, so that the agricultural expert would advise the farmer 
from time to time during the term of the loan to make sure that the 
farmer uses the borrowed capital wisely. 

Representative LE^'ER. That is a very interesting statement, but I 
do not believe it was ever contemplated that the county agent should 
perform that kind of a function. I have my very serious doubt as to 
the wisdom of his doing it from the standpoint of his own commis- 
sion in the field of better agriculture. I mean by that this: If it 
becomes generally known among the farmers that the agent of the 
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department is making recommendations to the local bank as to who 
shall not and who shall be entitled to credit, it will not be very long, 
I am afraid, before you destroy the usefulness of that agent in the 
community. 

Senator Hollis. That plan is followed in France, even down to 
keeping the books for the farmer; the Government furnishes the 
farmer all that and actually keeps his books for him if he wants- 
it done. 

Kepresentative Lever. I can understand where the county agent 
could be useful in teaching the farmer how better to bale his wheat 
and oats and the like, how better to prepare his eggs for shipment 
and all like that, as furnishing a better collateral for loans. The 
other majf be a good proposition, but it is my offhand judgment that 
you are axing to run into a hornets' nest. 

Senator Smith. He could go one step further. He could help the 
farmer by showing to the farmer that the time will soon come when 
the bank will look to the farmer who adopts intelligent and scientific 
methods of farming; they will give him better credit in the banks,^ 
but for the county agent to report on the individual farmer to the 
bank would be dangerous. 

Kepresentative Lever. It seems to me so. I might not quite 
understand your proposition. 

Mr. Thompson. My understanding of the function proposed for 
such a man is that he would not act as the agent of the banker, but 
rather as the representative of the farmer. 

Chairman Moss. The proposition, as I understand it from the 
Federal Trades Commission, is that their experts are going to act 
upon the invitation of the business man to assist the business man 
in preparing, say, a balance sheet of his business, so that the bank 
can understand it and he can go to the bank with this balance sheet 
and thereby extend his line of credit on better terms. What acquain- 
tance I have with farmers is rather intimate, and a farmer rarely 
likes to have it known that he is in debt, and the greatest trouble 
about getting improved credit facilities is to get the farmer ta 
understand that it may be entirely honorable and even good business 
practice to be in debt. They do not like to acknowledge the fact 
except to their neighbor to whom they go to secure their note. They 
want him usually to have a private understanding of the debt. I 
heard a business man speak of the fact that he was borrowing a very 
large amount of money and making money on it at the time, but 
the farmer usually believes if he is borrowing money he is going^ 
down hill and his neighbors wonder when the sheriff will come 
around to sell him out. That is the usual gossip and the reason why 
the farmer hesitates to have anyone know he is in debt. I should 
hesitate, if I was a county agent, to go between a bank and a farmer. 
However, I am interested in the plans about the matter. 

Mr. Thompson. I hope the inference drawn is such as I tried to 
indicate in my last statement, namely, that the agent would act for 
or represent the farmer and not tho uank. 

Representative Lever. The difficulty about that is in consulting the 
farmer he necessarily, in a measure, must represent the bank ; that is^ 
in representing the farmer it is necessary for him to give informa- 
tion concerning the farmer to the bank, upon which the bank must 
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ultimately act, either favorably or unfavorably, on the proposition 
for credit. 

Mr. Thompson. I might add that I know of only one specific case 
where a plan of that sort has been tried out, but I cited it inasmuch 
as the question was raised with reference to that particular matter. 

Representative Lever. I do not think I myself would have any 
objection to trying that proposition out in some locality. It may 
work, but I have my very serious doubt as to the wisdom of it. 

Mr. Thompson. If you were to ask me for further citations as to 
how the department helps along this line, I would be led on to sev- 
eral other things which aflfect the matter indirectly in a very impor- 
tant way. I will cite just one other illustration. 

Senator Hollis. I wish you would cite as many as you have in 
mind, for we are getting to the vitals of it. 

Chairman Moss. Yes. This is a very interesting matter and we 
would like to have it appear in the record. 

Mr. Thompson. Studies of the department have shown that very 
few farmers, very few, know anything about their own actual net 
labor income. Studies have therefore been undertaken, especially in 
recent years, with a view to obtaining information from groups of 
farmers in various localities all over the country from which to 
determine their labor income. This has been taken up both by the 
Office of Farm Management and by that division of the office of 
extension work which deals with farm-management demonstrations. 
In both cases an attempt is made to get at all the essential data from 
individual farms necessary to show the labor income of those farms. 
A study is made of. 60 or TO or more farms in a locality, and the net 
labor income of all those farms is determined. It has been found 
that if we take a considerable number of farms, the income from, say, 
one-fifth, including in that the best fifth, is very much higher than 
the average income of the total number of farms, and that there is a 
very marked contrast between the labor income of that best fifth and 
the poorest fifth in a locality. The purpose in determining the labor 
income of a group of farms that way and classifying them thus in 
groups is with a view to analyzing the factors that explain, from the 
standpoint of farm management, the higher net income in the best 
fifth, and then with a view to making apparent to all the other farm- 
ers of the locality wherein they could improve the organization of 
their farms and bring them up more nearly to the level of the best 
fifth of the farms in their neighborhood. In other words, the assump- 
tion is that in almost every region you will find a few farmers who 
have been able to work out right on the ground a plan of efficient 
organization in their farming. The important problem is to discover 
that, as illustrated in the case of those few farms, and make it clear 
to the other farmers in the same neighborhood, so that they can see it 
and have the object lesson before them. The application of this, 
that seems to me important, is that it should be known more widely 
among farmers just what their income is, that they should have some 
way of analyzing their business, and be able to show the banker a 
<5lear statement regarding it. Here is a very important contribution 
in that direction. 

Representative Lever. Have you undertaken anywhere in the de- 
partment to work out any simple method of farm bookkeeping that 
'^ould be made available to the farmer? 
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Mr. Thompson. I understand that the Office of Farm Manage- 
ment has been working on that for some time and that they have at 
least a tentative form ready for that purpose. 

Eepresentative Lever. Tnat would be important, I think. 

Mr. Thompson. Yes. 

Chairman Moss. Do you think it is possible to arrive at anything 
like a comparatively definite determination of the factors which con- 
tribute to the success of farming in any given locality in any given 
year? 

Mr. Thompson. I do. Of course, it must be recognized that, so 
far as personal differences enter in, you will have variations that are 
not easily explained. 

Chairman Moss. I think that is a very worthy field of work, and 
there can be a great deal done, but I do not believe there is a field of 
human labor more dependent upon the individual judgment and 
individual initiative and the individual energy of the proprietor 
than farming. In making up this estimate, were you takmg farms 
of the same area or were you taking farms in the same locality in 
computing the labor costs and earning power of the farmer? 

Mr. Thompson. You understand, of course, that that is not work 
I have been personally connected with but it is work that belongs to 
other divisions or offices of the department. 

Chairman Moss. Here is the thought I had in mind : I understand 
it has not yet been settled what unit of land can be most economically 
worked, even though it be given precisely the same degree of able 
management, but I understand the Department of Agriculture is 
now coming to the opinion that a small piece of land — 30 or 40 
acres — can not be farmed as economically as a larger area. Thus the 
first element of this question of labor cost is the unit of land. I feel 
sure, in my own experience as a farmer, that it is an important item. 

Mr. Thompson. The farm-management experts find that size of 
farm is one very important factor in determining the labor income. 

Chairman Moss. That comes back to the question of capital, mak- 
ing it possible that farm operations can be conducted on the most 
economical basis, and emphasizes the very labor the committee is 
trying to perform, to make it possible for the man who has not 
gotten his farm up to the given unit to buy it under favorable 
conditions and thereby increase his earning power. 

Mr. Thompson. Incidentally their analysis also shows how far the 
fixed and circulating capital in the farm happen to be in a proper 
proportion so as to lead to the best returns. 

Chairman Moss. In that connection, have you tried to determine a 
"per acre" amount of circulating capital that is necessary, or the 
minimum ? 

Mr. Thompson. The farm-management experts can give you very 
Interesting data on that very point. 

Chairman Moss. That seems to me, gentlemen of the committee, a 
very important element of the labor we are undertaking. From my 
own experience my belief is that the greatest impediment against 
farming in this country is the fact that there is not enough circu- 
lating capital or free capital employed on the farms of this country. 

Mr. Thompson. Aside from the two factors thus far discussed 
there are a number of others that appear to have an important bear- 
ing on the actual interest charge. 

45712—16 — -9 
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A third item I will mention is the size of the loan. It is well 
known that the practice of giving a better rate on a very large loan 
as compared with a very small loan obtains, and that it you take a 
very small loan the chances are, if you figure out the rate, it may 
appear relatively very high. 

In that connection I ought to mention a fourth factor, namely, 
the term of the loan, whether it is for a few days, a month, or whether 
it extends over a longer period. That affects the charge actually 
made on loans, so that it is important to consider both the size of the 
loan and the term of the loan with other factors in order to under- 
stand why local variations obtain as between borrowers. 

A fifth factor I should mention would be the question as to whether 
the borrower is a regular patron of the bank or whether he is not. 
It is well known that banks often make a difference in the actual 
charge as between the regular patron and the man who is not a regu- 
lar patron, other things being equal. If it is a question of favoring 
one or the other, banks will favor their patron. 

There is a sixth factor that enters in in some localities which I 
should like to mention, and that is what I suppose one would have to 
call favoritism. There are some who are given a favorable rate as 
compared with others, and one would be most apt to find that where 
there is lack of competition between local banks and where bor- 
rowers are pretty much left to one bank. An illustration of this 
may be seen as one notes the effect in some localities of having 
another bank start up, so as to have two banks instead of one. 

These are the six factors which I should like to mention in relation 
to variations within a locality. There are other factors as well, but 
they are effective especially as between localities or between regions. 
-I may speak of four such factors, namely, soil and climate conditions, 
prevailing method and system of farming, distance from financial 
centers, and the character of the financial agencies supplying capital 
for farm loans. 

In the earlier part of our hearing we called attention to the com- 
parative rates in western and eastern Kansas. It is not necessary 
for me to repeat that. Obviously there are climatic conditions affect- 
ing farming — ^the question of rainfall and climate generally is a factor 
that has to be reckoned with. That applies in the case of both short- 
time loans and mortgage loans. 

Chairman Moss. In making that statement you are dealing with 
factors that are now present. Is it not your opinion," however, that 
where the Government grants a rediscount rate uniform over a State, 
that the factors you are now discussing ought largely to disappear ? 
I understand these six factors appear within the qualifications of the 
borrower himself, and, therefore, not subject to legislation. Taking 
the instance you have given between eastern and western Kansas, 
ought not that to be largely modified, or entirely disappear, as a 
result of the rate of the Federal reserve bank? 

Mr. Thompson. I think that it can be largely modified. How- 
ever, I think that we have yet to learn how tar improved methods 
in so-called dry farming will make it possible to consider such regions 
as having relatively safe farming. 

Mr. Elates. You do not think legislation can change the elements 
of risk that are purely natural? 
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Mr. Thompson. There are some natural risks which no legislation 
can change. 

Bepresentative Lever. And which affect the rate under any con- 
ditions? 

Mr. Thompson. They must. Here is a region visited by a hail 
storm every other year, while here is one that has not had a hail storm 
or crop failure in 80 years. It is obvious that you can not consider 
them in the same class as regards risk. 

Chairman Moss. It is interesting in that connection to mention 
these things. The Government of France gives a free insurance 
against those risks and thereby eliminates them from its agriculture. 

Representative Phelan. It would be interesting to know, in those 
districts where they have hail storms or some other physical phe- 
nomena that makes it risky, how much the banks have lost on loans 
in those localities. Is there anything available on that? 

Mr. Thompson. I have no data on that. 

Representative Phelan. I do not suppose it will be possible to get 
anything in that line. It may be they have lost venr little, and the 
farmer may have stood all the loss in taking care of his loan at the 
bank. 

Mr. Thompson. One difficulty in securing the data is that you will 
find banks of ter select their loans so as to exclude risks of that charac- 
ter ; in other words, they may not be regarded as bankable loans. 

I was going to mention as another factor the distance to financial 
centers. This appears to have a material effect on charges in differ- 
ent localities. You can go out from any large financial center and 
note the gradual rise in costs of loans. That will be seen from even 
a very scanty survey of the tables that I am submitting. 

Senator Mollis. That is no doubt true on the part of the farmer 
who is remote and who does not know about banking accommodations, 
and it also works on the banker who does not know about the farmer 
and his farm. It works both ways. 

Representative Phelan. Is not the latter more true than the 
former, the fact that the bank does not know about conditions and 
it is too far away from home to find out ? 

Mr. Thompson. I think that has a very important bearing on the 
matter since it costs the banker more to find out what the facts are. 

Senator Smith. It costs the farmer more if he has trouble to col- 
lect his money and look after the liability. 

Mr. Thompson. Yes. 

Senator Smith. So the closer you can bring the agency which loans 
to the farmer, to the farmer himself, the more we can overcome the 
obstacles in the way of a reasonable rate. 

Mr. Thompson. Yes. And that suggests, it seems to me, one thing 
that is illustrated in an entirely different connection, in the case of the 
modern movement for consolidated schools where, at least in one 
State to my knowledge, the State appropriates out of the common 
treasury for those who are out in the country in order to equalize 
the cost of building this building as against the cost in the city. In 
other words, to make opportunities equal. The importance of, in 
some way or other, ecjualizing the opportunity of the men far out as 
against the opportunity of the men near by, it seems to me, is impor- 
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tant. Just what steps are being worked out to that end raises im- 
portant questions. 

Chairman Moss. Is not that partly balanced by the taxes a man 
pays to the Commonwealth, his land being valued very much lower 
as compared to the other? 

Mr. Thompson. In part, I believe. 

Chairman Moss. It will in part offset that. There is no question 
about that. 

Senator Smith. But if he could be brought closer by any action of 
his Government, the value of his lands would increase, the returns 
to the Government would increase, and the health of the Nation and 
the prosperity generally of the people would be permitted. 

Mr. Thompson. Yes. 

Chairman Moss. It would upon book values, but not upon produc- 
tive values or returns. 

Senator Smith. It would in net returns to the producer himself. 
It would enable him to bring about better economic conditions that 
would bring him better net results, would it not? 

Chairman Moss* In some instances I would agree with that. I 
should not agree it would have effect upon productive values all 
around, and I think I can mention some lines of farming where the 
interest rates would not be affected, even though it would increase 
the production of the land except that money were borrowed to make 
permanent improvements on the land itself. 

Mr. Thompson. The only additional factor that I should mention 
would be that of the character of the financial agencies through 
which the farmer can secure loans, but under that I should include 
the character of agencies available to render local capital available 
for loan purposes, and also what agencies there may be that tend to 
render outside or distant capital available to the farmer for loan pur- 
poses. It seems to me that both are important. If we go to a verj 
nighly developed agricultural State, like Iowa, we will find that it 
has well-developed facilities for local savings, for the bringing to- 
gether of local capital, and we will also find that the State has pretty 
^ood access to outside capital as well. On the other hand, if we go 
into some of those States where the costs are apparently very high, 
we will often find on the one hand that there are relatively poor 
facilities for the accumulation of local savings, even though there 
might be very little of it to save, and on the other hand, that there 
are relatively poor facilities through which to connect the farmer 
with outside capital. I have already mentioned Iowa, a State fairly 
honeycombed with local savings institutions. 

Representative Hayes. The insurance companies are agencies 
there, too. 

Mr. Thompson. They supply one-third of the farm-mortgage cap- 
ital of that State. 

Senator Hollis. What rate do these stock savings banks pay in 
dividends ? Is it at all comparable with national-bank dividends ? 

Mr. Thompson. I think they pay good dividends in many cases. I 
would not care to cite figures on that, however. I can get some in- 
formation on that, if you desire it, from data we have in the office. 

Mr. Thompson. In developing a sound credit system it seems to me 
that one must in any locality count on building up q,s rapidly as 
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possible a means of encouraging and utilizing local savings; you will 
never get a very highly developed credit system in anv locality unless 
you have, as a part of it, a relatively large amount oi capital secured 
from local sources. That is a fact which I believe is borne out by 
experience wherever you find highly developed credit. At the same 
time, it is also important to have at hand, it seems to me, agencies 
that will, as far as possible render outside or distant capital a\ ailr 
able for a given locality, and that applies esj)ecially in new regions 
where we Imow that local savings are necessarily limited. 

Chairman Moss. In connection with your statement there, Mr. 
Thompson, if I caught the full import of it, it is one of the problems 
at the present time to get the country to utilize the rediscount powers 
of the Federal reserve banks ; that at the present time the member 
banks are not calling upon the central banks for large accommoda- 
tions, in the way of rediscount ; and that they are practically attempt- 
ing to finance the country by the deposits, which, of course, represent 
the savings. It appears to be one of the difficulties in reducing the 
interest rate in any one locality that the banks prefer to depend upon 
their deposits rather than to look to the central bank in order to 
secure rediscounts, so that the central bank ^t present has only 
nominal influence on the matters at stake. 

Representative Hayes. Mr. Moss, is it not true that there is no de- 
mand in most parts of the country for the money that is in that 
locality, and there is, therefore, no reason why they should call upon 
the central bank for money? 

Chairman Moss. That is precisely, Mr. Hayes, the statement I was 
trying to make, but had you been here yesterday you would have 
heard it stated that there are very high rates of interest in a great 
many sections. 

Representative Hayes. Sure. 

Chairman Moss. I think the comptroller made the statement 
that more than 1,000 national banks are now charging an average 
rate higher .than 10 per cent interest. I agree with Mr. Thompson 
as to the importance of local savings in any highly developed credit 
system, but the situation right now in the country is that we have 
an agency which can extend credit at a much lower rate ♦^han th^ 
people are paying, but these lower rates are not given to the bor- 
rowers. The Federal reserve banks can not loan direct to the bor- 
rower, and thus the only agencies in the country that can avail 
themselves of this low credit rate are refusing to do so. Thus it is 
that this cheaper line of credit can not come into the farmers' use. 

Representative Hayes. The trouble is that these few national banks 
are not interested in the lower rates. They want to keep them up; 
that is the trouble. 

Chairman Moss. I agree with that statement. I did not want Mr. 
Thompson's statement to go into the record as if in order to estab- 
lish low rates it is necessary to have a very large amount of deposits 
in local savings; while that is very desirable, it is not absolutely 
necessary. In France the rediscount rate was used to lower the rate 
of interest and extend it into communities where local banks could 
not command large deposits. 

Mr. Thompson. In emphasizing the importance of accumulating 
local savings and making them available for loan purposes, it is not 
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to be understood that it is my intention to make it appear that the 
getting of outside capital is a matter that is not important. • 

Secretary Flannagan. Does not the facility to rediscount transfer 
the capital from one locality to another? 

Mr. Thompson. Yes. It makes possible the bringing in of outside 
capital, and that is why the rediscount method is so important. It 
seems to me that it is a method of fundamental importance in its 
relatipn to farm credit. 

It seems to me that an important step toward rendering available 
the rediscount privilege is afforded by the Federal reserve act, and 
especially to the extent that it extends to agricultural paper terms 
that are a little different, as you know, from terms on ordinary com- 
mercial or industrial paper. 

Mr. Hayes. Well, do you think, Mr. Thompson, that it really 
amounts to much? Is it not a fact that all the commercial banks, 
national or otherwise, while they have the power to extend credit to 
farmers for a long term, as a matter of fact they do not ? 

Mr. Thompson. I think that in many localities that is true, yes; 
they do not extend the loans, and that suggests that one important 
line of improvement in the short-time credit situation should look 
toward an extension of the rediscount privilege of Federal banks so 
that it becomes more readily available to rural districts. 

Mr. Hayes. Of course I am looking at it not only from the farmers' 
standpoint but from the standpoint of the commercial banker. The 
commercial banker must have his assets in a condition that we call 
readily available, and therefore it is not the province of the com- 
mercial banker, and should not be the province of the commercial 
banker, and he should not be expected to extend a long-time credit 
to anybody, and we must provide other facilities for taking care of 
the farmers' needs that are not mixed up in any way with the ordi- 
nary commercial assets of the country. That is the way it appeals to 
me, and I want to know if you thought that there was any large 
extension of credit to the farmer for a longer time than to other 
customers of the bank. 

Mr. Thompson. I think that the principle you have mentioned, 
namely, that it is important to keep the funds liquid in a commercial 
bank, is absolutely fundamental in sound commercial banking. 

Chairman Moss. I am interested in that phase of it, and I know 
Mr. Hayes is an expert authority on banking. Federal banks are 
authorized to rediscount six-month paper and to rediscount 90-day 
paper to a certain extent. If any member bank does not hold more 
of such paper in proportion to its assets than is prudent, why 
could it not safely extend credit for six months, when it can get such 
paper instantly rediscounted at the Federal bank? Such paper 
becomes liquid assets under such conditions. 

Mr. Hayes. The rules of commercial banks, as I know them, do 
not ordinarily permit extending credit for six months. That is not 
regarded as safe. 

Senator Smith. Do not a great many of the eastern banks make 
loans for six months? 

Mr. Hayes. J?Tot those I know of. 

Senator Smith. Do not a number of big New York banks make 
loans for six months? 
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Mr. Hayes. Not often longer than 90 days. 

Senator Smtth. Do not they make a great many six-month loans — 
all the big banks in New York? 

Mr. Hayes. I do not think so. 

Senator Smtth. All the commercial banks of the East? 

Mr. Thompson. I think the fact is that they try to hold a certain 
percentage. 

Senator Smtth. Yes; but they loan a large amount of money, and 
they are glad to place a considerable part of their money on good 
six-month loans. 

Mr. Hayes. I do not think so. 

Chairman Moss. I think the one difficulty about the matter is that 
the banks haye regarded the Federal reserye ^stem as an agency to 
use in emergencies, whereas, as a matter of fact, it is prepared to 
extend a line of credit for 90 days and for six months for certain 
productiye purposes at all times. Now, if the Federal Eeserye Board 
is prepared 4;o extend a line of credit to member banks for 90 days 
and six months there is no conceiyable reason why member bsmks 
should not extend equal credits to their customers for similar periods 
within the limits of reason. The ordinary commercial banker is safe 
within those limits. 

Representatiye Hayes. They do not approye of it in principle and 
that is why they do not do it. 

Chairman Moss. Is that the only reason they discriminate against 
such loans — ^the lack of opportunity for compounding interest? 

Representatiye Hayes. Not at all. It is because they can not get 
their money in, if necessity required, quickly. 

Representatiye Phelan. I think the banks do not realize what can 
be done in case they want to do it and in case the banks haye disposi- 
tion to giye long-time loans. I think they haye not yet become suffi- 
ciently familiar with the Federal-reserye system. When you talk 
about six months' paper that does not mean, necessarily, that the 
Federal reserye banks may take paper which is issued for six months. 
The Federal reserye bank can take nine months' paper or a year's 
paper, or any amount of paper proyided there is only six months 
left for maturity, so that the local banks could loan that paper for 
nine months or a year, and in their hands it would mean holding 
six months' paper, in case they wanted a rediscount at the end of 
three or six months, respectiyely, so that the Federal reserye bank 
has giyen the country bank the opportunity to take long-time paper 
and be perfectly safe, because when the ordinary time has elapsed 
for which they loan paper — we will say three months — if it is nine 
months' paper they can put that right oyer to the Federal reserye 
bank for six months. That is the thing they possibly lose sight of. 

Senator Smith. And so, also, the commercial note can be made for 
six months to-day by the big commercial banks, and it is just as 
liquid as the former 90-day note, because at the end of 90 days it is 
a 90-day note, and it can then be used by the commercial bank in the 
Federal reserye bank, as it could not haye been used prior to the 
establishment of the present banking system. 

Representatiye Hayes. I am not contesting that. The only thing I 
am trying to emphasize is — ^I am not a member of this short-time 
credit committee — ^that it will be a mistake and will weaken our 
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banking system if we try to force our commercial banks to take long- 
time paper that the farmer needs. We have got to provide other 
facilities and other organizations where he can get his accommoda- 
tions. That is the thing. 

Senator Smith. Can you suggest to us some other organization or 
some other facilities? We have been wrestling with it here several 
days. 

Kepresentative Hayes. I am opposed to it. We have got to get a 
way to make some other arrangement for the farmer. That is what 
I want to see done. 

Secretary Flannagan. Beferring to the suggestion of Chairman 
Moss, we have got to adopt in some way the rediscounting principle, 
so as to connect the land associations or these farm ban& with the 
commercial banks. 

Kepresentative Hayes. That may be all right; yes. I do not object 
to that. 

Secretary Flannagan. The principle of holding the assets of com- 
mercial banks liquid on short time is undoubtedly sound, exactly as 
you state it — ^that they must have their assets available so that they 
can meet their debts-^but it does not follow, does it, that they can 
not be allowed to rediscount some long-time paper — ^longer than 60 
days or 4 months, or even 6 months — ^l^cause all of their assets need 
not necessarily be in liquid form? 

Eepresentatives Hayes. It should be, however. 

Secretary Flannagan. It all need not be in liquid form. The 
principle of commercial banking is that they do not have to pay their 
debts all at one time. Consequently, all they have got to do is to 
keep a sufficient reserve to pay them when demanded. If you carry 
out the rediscount principle to the extent that you limit it to an 
amount based upon the reserve of the other bank, that would accom- 
plish its purpose. 

Representative Hayes. It all depends on whether it has too long 
to run. 

Secretary Flannagan. Here vou have got the rediscount principle 
whenever your reserve is not below 50 per cent. 

Representative Hayes. I probably may occupy a little extreme 
position in the matter, because I have seen in California the dis- 
astrous effects of the contrary principle, but our banking system 
to-day in California is based, in -one view of it, upon the principal 
that I have enunciated, because we have seen the evil effects of com- 
mercial banks issuing long-time paper, which brings them to dis- 
aster when trouble comes. 

(At this point informal discussion was had.) 

Chairman Moss. Mr. Thompson, have you any figures which you 
can submit to the committee showing the amount of credit which the 
farmers of the country get from merchants or manufacturers and 
those from whom they buy their supplies that they are now buying 
on rather long time? 

Mr. Thompson. We have been making an intensive study of the 
extent of loans advanced to farmers from merchants in certain States. 
I do not have that material ready as yet to submit to the committee. 
It is being compiled at present. I believe, however, that after we 
get together that material — which, by the way, has been secured 
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through correspondence with the general merchants of certain 
States — we will have fairly reliable information as to the amount of 
advances from merchants to farmers, and that perhaps may be an 
index to the advances in other near-by States. 

Bepresentative Hawley. Just two brief questions: In some sec- 
tions of the country the tenant farmer is an important factor in 
agriculture ? 

Mr. Thompson. Yes. 

Representative Hawley. And whatever can be done to enable him 
to become a land-owning farmer will be important to the whole 
country ? 

Mr. Thompson. Yes. 

Kepresentative Hawley. What investigation have you made rela- 
tive to what extent short-term loans have been made to tenant 
farmers, in comparison to loans made to farmers owning their own 
lands, as to term and duration of loans and the facility with which 
they may be obtained? 

Mr. Thompson. In connection with our studies we have gathered 
information with reference to tenant farmers and farm owners, and 
we find that the average short-time loan to a tenant to be much 
smaller than the average loan to the farm owner, and our figures also 
tend to show that the loans to farm owners, at least in many sections, 
tend to be quite different from the average size loans to the mer- 
chants. 

Kepresentative Hawley. Can the tenants obtain loans as readily 
as the farm-owninff farmers? 

Mr. Thompson. That would depend on the kind of a tenant. 
Tenant systems, as you know, vary considerably. 

Representative Hawley. Do not those who loan the money limit 
the amount to the tenant farmer to a very considerable extent f 

Mr. Thompson. Yes. 

Representative Hawley. They do not allow him any money that 
might be called an " investment " loan ? 

Mr. Thompson. Simply a loan for productive purposes. 

Representative Hawley. And for a short time. 

Mr. Thompson. A short time. 

Representative Hawley. When tenants take leases for a short 
period of years on the land, do they have any advantage in getting 
loans over those who rent from year to year ? 

Mr. Thompson. I know of no advantage, because the character of 
security they can offer is necessarily limited either to collateral op 
personal bccurity. 

Senator Smith. Have you made any real investigation to see, in 
point of fact, whether the long-lease tenant has a better advantage 
and gets better treatment than the short-lease tenant? Have you 
any real statistics on the subject? 

Mr. Thompson. Such information as we have^ been able to get, 
either through our own inquiry or through the aid of investigators 
out in institutions who have worked with us, tends to show that 
the tenant who holds his land for a relatively long period of time 
gets better terms than the migratory tenant. 

Senator Smith. That I thought was true. 

Representative Hayes. Will he get larger loans, too? 
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Mr. Thompson. Relatively larger loans. 

Senator Smith. His standing and his credit are better. 

Kepresentative Leveb. How does he compare to the land-owning 
farmer? 

Mr. Thompson. Of course, there are classes of land-owning farm- 
ers and classes of tenants, but the chances are that a good class of 
tenants will get as good a rate as the small farm owner. It is very 
difficult to compare them, because you have so many factors to 
consider. 

Representative Hawley. Mr. Thompson, you have been studying 
this question some time, and you have an active mind, and have 
naturally come to some solution of the problem. Have you, as a 
result of your investigation, any suggestion or plan to propose for 
loans on short term to the farmers? 

Mr. Thompson. It seems to me that the so-called short-time loans 
to farmers could be divided into two classes — on the one hand the 
relatively short time loans, limited to a growing season, and being 
even for a shorter period than a growing season; and then the 
relatively long time loans needed in buying machinery or in buy- 
ing cattle; that is, in the raising of cattle. Perhaps one good 
way of showing the contrast is between the business of cattle raising 
and of cattle feeding. We all know that the time for which capital 
is needed in order to buy feeders and feed them, and turn over the 
cattle or sell them, is perhaps three months or four months. But 
we also know that in the case of cattle raising you need the capital 
a much longer time. It seems to me that in working out a solution 
it may be well to keep in mind the difference between these two 
classes of short-time security. It also seems to me that improvement 
lies along two lines, as I tried to indicate a moment ago. 

In endeavoring to obtain the relatively longer short-time loans, 
such as cattle-raising loans, when the farmer needs the loan for per- 
haps a year or a year and a half or so, it is necessary in some way 
to arrange better contact with the savings institutions as contrasted 
with so-called commercial banks. But, on the other hand, it seems 
to me that there is also an opportunity for improvement in connect- 
ing the relatively short-time loans of farmers better than we now 
do to our Federal Reserve System. 

Representative Hawley. But you have worked out no plan to 
accomplish these things ? 

(At this point informal discussion was had.) 

The Chairman. In your study of the whole farm-improvement 
problem, is it not true that just in proportion as farmers improve 
their business methods and what we know as " farm methods," such 
improvement does require and will require the investment of an in- 
creasing amount of capital? 

Mr. Thompson. Yes; and a relatively larger percentage of circu- 
lating capital. 

Chairman Moss. I feel that a study of the question would not be 
complete without a recognition of that fact, and I recognize the force 
of Senator Smith's remark regarding the raising of the com crop, 
but he stopped short. The best farming in the corn belt teaches the 
farmer that it is ruinous to sell the corn at the time that he grows it; 
that he must then take steps to feed it into stock, and it may be three 
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months, it may be 6 months, it may be even longer, after the first 
frost falls before he is able to sell his corn and get it back into the 
very best returns demanded by business methods. When his crop is 
actually matured on the farm he is then getting ready to take up 
another line of business requiring the investment of more capital. In 
the days of pioneer farming in the United States, when land itself 
was worth but little and where a farmer sold his crops the moment 
he could cut them loose from the soil, using but little improved ma- 
chinery, farming required a small investment or comparatively little 
capital, but in my own experience as a farmer, running back the 
length of my life, every improvement we are able to make for the 
purpose of increasing the output of our farms is done by the invest- 
ing of additional capital and requiring, necessarily, either larger 
savings or a larger line of credit, one or the other. 

Senator Smith. Mr. Chairman, I have no doubt that many a small 
farmer is discouraged from endeavoring to make progress by his 
inability even to have that reasonable credit extended to him which 
his standing would justify, and which would facilitate him in mak- 
ing the progress. 

Kepresentative Leveb. That is the problem. 

Senator Smith. That is your problem, and to do that in some way, 
if it can be done, is the problem before us. 

Chairman Moss. One other thought would have concluded my 
statement, and in that regard I look to the extension of the Federal 
Beserve System, its possibilities of going out and making possible 
this larger line of credits, until the farmers can accumulate the neces- 
sary savings to take up and work on their own capital. I regard 
that as the greatest field that lies before the Federal Reserve Sys- 
tem, and if it has not in its present organization such powers as will 
enable it to reach out and do that necessary work, then it is up to 
this committee or some other committee that will succeed us to sug- 
gest the change that will make it possible. 

Is there anything further to come before the committee 

Mr. Thompson. That is all. 

Chairman Moss. Mr. Thompson, the committee is under many 
obligations to you, and I wish to say, personally, I consider the data 
that you have presented to the committee not only extremely im- 
portant, but it shows a very large research work on your part and 
very great ability in the tabulation and presentation of it, and we 
are under many obligations for your appearance. 

I will say to the committee that no further sessions have been ar- 
ranged for until Saturday morning at 10 o'clock, at which time 
Governor Hamlin and one other member of the Federal Reserve 
Board will be present. 

(Thereupon, at 1 o'clock p. m., the subcommittee stood adjourned 
to meet Saturday, November 20, 1915, at 10 o'clock a. m.) 



RURAL CREDITS. 



8ATUBDAY, DECEMBER 4, 1915. 

Congress of the United States, 
Subcommittee on Rural Credits, 

WdsMngton, D. C. 

The subcommittee met in the hearing room of the Committee on 
Banking and Currency of the United States Senate at 10 o'clock a. m. 

Present: Senator HoUis (chairman), Senator Brady; Representa- 
tives Hayes, Hawley, Lever, and Phelan. 

Also present: Mr. Alexander M. Dockery, Third Assistant Post- 
master General ; Carter B. Keene, Director, Division of Postal Sav- 
ings, Post Office Department; Charles H. FuUaway, Assistant Di- 
rector, Division of Postal Savings, Post Office Department. 

Chairman Hollis. The committee will come to order. 

Senator Hollis. Gov. Dockery, the joint committee appointed by 
the last Congress to consider the subject of rural credits has under 
consideration section 30 of a bill which was introduced in the last 
(^Jongress on the subject of land mortgage, and, briefly, section 30 
provides that " Federal farm-loan bonds authorized by the Federal 
farm-loan board and issued by any Federal land bank may be pur- 
chased by the trustees in lieu of United States bonds or other securi- 
ties, for the purpose of investing postal savings deposits under the 
provisions of this section." 

This provision is followed with directions as to making such in- 
vestments, provided the department having postal savings in charge 
decides voluntarily to purchase these bonds. You will note, there- 
fore, that there is nothing mandatory about the section, and I think 
I can say for the committee that there is no intention to make it 
mandatory, but merely to give an opportunity to make such in- 
vestments if the department sees fit. 

We should be glad to have your views on the subject, in your own 
way. 

STATEHENT OF AIEXAlTDEB M. DOCKEBT, THIBD ASSISTAlfT 

POSTMASTEB GENEBAL. 

Gov. Dockery. Mr. Chairman, I thank you. I should make it 
dear at the outset, however, that whatever I may say is on my own 
responsibility, not representing in any way the views of the board* of 
trustees or the Postmaster General. I may happen to present their 
views, but I am not authorized to speak for them. 

It might be well at this point to call your attention to the existing 
law under which postal savings deposits are received, and the pro- 
visions for their investment and their safeguarding. 
. Section 8 of the original act provides " That any depositor may 
withdraw the whole or any part of the funds deposited to his or her 
credit, with the accrued interest, upon demand and under such regu- 
lations as the board of trustees may prescribe." 

141 



142 BUBAL GBEDITS. 

This provision of the law making all the deposits demand deposits 
is emphasized, as other sections are, by section 16 of the act, which 
says " That the faith of the United States is solemnly pledged to the 
payment of the deposits made in postal savings depository offices, 
with accrued interest thereon as herein provided." 

You will note that the law under which we are now operating pro- 
vides for demand deposits only and for their investment as specified 
in section 9 of the act, which sets apart 5 per cent of the funds as a 
reserve fund, authorizes the board of trustees to invest 30 per cent of 
the funds in bonds of the United States, and the remaining 65 per 
cent is to be kept on deposit in the communities where the money is 
produced. It is provided, however, that the 65 per cent also may be 
invested in bonds of the United States by direction of the President, 
when in his judgment the general welfare and the interests of the 
United States so require. 

Chairman Hollis. Pardon me. Governor. You are now referring 
to section 9 of the act of June 25, 1910, entitled "An act to establish 
postal savings depositories for depositing savings at interest, with 
the security of the Government for repayment thereof, and for other 
purposes." 

G^v. DocKERY. Yes, sir ; that is the act of June 25, 1910, commonly 
known as the organic act. 

There is a further provision in the same section for safeguarding 
the funds deposited with the board of trustees, which is in the fol- 
lowing language: "The board of trustees shall take from such 
banks" — ^that is, for the moneys deposited with the postmasters 
and by them deposited immediately with the banks qualifying to 
receive them under the law, without the power of favoritism of any 
kind, but according to their capital and surplus — ^" such security in 
public bonds or other securities, supported by the taxing power, as 
the board may prescribe, approve, and deem sufficient and necessary 
to insure the safety and prompt payment of such deposits on 
demand." 

This is an outline of the law authorizing deposits and providing 
for their investment, for the retention in the banks of the local com- 
munities of 65 per cent of the deposits, for the maintenance of a 5 
per cent reserve fund, and for the security required to safeguard the 
funds deposited in banks. 

I may also add with pardonable pride that up to the present 
time and covering the whole period of the life of the Postal Savings 
System^ not one dollar has been lost by reason of insufficient security. 

I believe it would be well to quote in full section 9 of the postal 
savings act. It is as follows : 

Sec. 9. That postal savings funds received under the provisions of this act 
shall be deposited in solvent banks, whether organized under national or state 
laws, being subject to national or state supervision and examination, and the 
sums deposited shall bear interest at the rate of not less than two and one- 
fourth per centum per annum, which rates shall be uniform throughout the 
United States and Territories thereof ; but five per centum of such funds shall 
be withdrawn by the board of trustees and kept with the Treasurer of the 
United States, who shall be treasurer of the board of trustees, in lawful money 
as a reserve. The board of trustees shall take from ;such banks such security 
In public bonds or other securities, supported by the taxing power, as the board 
may prescribe, approve, and deem sufficient and necessary to insure the safety 
and prompt payment of such deposits on demand. The funds received at the 
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postal savings d^;>osltory offices In each city, town, village, and other locality 
shall be deposited In banks located therein (substantially In proportion to the 
capital and surplus of each such bank) willing to receive such deposits under 
the terms of this act and the regulations made by authority thereof, but the 
amount deposited in any one bank shall at no time exceed the amount of the 
paid-in capital and one-half the surplus of such bank. If no such bank exist 
In any city, town, village, or locality, or If none where such deposits are made 
win receive such deposits on the terms prescribed, then such funds shall be 
deposited under the terms of this act in the bank most convenient to such 
locality. If no such bank in any State or Territory is willing to receive such 
deposits on the terms prescribed, then the same shall be deposited with the 
treasurer of the board of trustees, and shall be counted in making up the 
reserve of five per centum. Such funds may be withdrawn from the treasurer 
of said board of trustees and all other postal savings funds, or any part of 
such funds, may be at any time withdrawn from banks and saving depository 
offices for the repayment, of postal savings depositors when required for that 
purpose. Not exceeding thirty per centum of the amount of such funds may 
at any time be withdrawn by the trustees for investment in bonds or other 
securities of the United States, it being the intent of this act that the residue 
of such funds, . amounting to sixty-five per centum thereof, shall remain on 
deposit in the banks in each State and Territory willing to receive the same 
under the terms of this act, and shall be a working balance and also a fund 
which may be withdrawn for investment In bonds or other securities of the 
United States, but only by. direction of the President, and only when, in his 
judgment, the general welfare and the Interests of the United States so require. 
Interest and profit accruing from the deposits or Investment of postal savings 
funds shall be applied to the payment of interest due to postal savings depositors 
as hereinbefore provided, and the excess thereof, if any, shall be covered into 
the Treasury of the United States as a part of the postal revenue: Provided, 
That postal savings funds in the treasury of said board shall be subject to dis- 
position as provided in this act, and not otherwise: And provided further. 
That the board of trustees may at any time dispose of bonds held as postal 
savings investments and use the proceeds to meet withdrawals of deposits by 
depositors. For the purposes of this act, the word " Territory," as ilsed herein, 
shall be held to include the District of Columbia, the District of Alaska, and 
Porto Rico, and the word " bank " shall be held to include savings banks and 
trust companies doing a banking business. 

You will note particularly, please, that postal savings deposits are 
demand deposits, and you will note also that the security contem- 
plated by the law is such security as will not only safeguard the 
deposits, but insure prompt payment of them when they are called for. 

The question might naturally arise as tt) how the law has operated 
in respect to demand payments. Postal savings deposits do not re- 
main for long periods of time. That has been shown by the experi- 
ence we have had under the law. I especially invite the attention of 
the committee to these facts: 62 per cent oi the deposits are with- 
drawn before they have been on deposit one j^ear ; 53 per cent of the 
38 per cent that remains is withdrawn withm the second year; and 
of the 18 per cent that still remains, 48 per cent is withdrawn 
within the third year, leaving approximately only 9 per cent of the 
deposits in the custody of the Government at the end of the third 
year. To emphasize you will note that 62 per cent of our deposits 
IS withdrawn within the first year, and the entire control, with the 
exception of approximately 9 per cent, passes from the Government 
within three years. So that not only the law contemplates demand 
deposits, but it is evident a very large percentage of our depositors 
so understand it. 

The question also arises as to who constitute the depositors, because 
it is material to a thorough understanding, so it seems to me, of the 
provision of the bill now under consideration. Experience has shown 
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indubitably that the wage earners constitute the lar^st proportion 
of our depositors. On the 30th of June last our depositors numbered 
525,414, with balances to their credit aggregating $65,684,708. The 
system is growing with such rapidity that, on the 30th of the month 
just closed, it is estimated that our depositors numbered 560,000, 
with deposits aggregating $73,000,000. Since I was called to the 
supervisory control of the postal-savings system deposits have in- 
creased, in round numbers, from $30,000,000 to $73,000,000, and the 
money has come very largely from wage earners. 

To further identify these depositors, I may say that the larger 
proportion of the wage earners consist of foreign-bom people who 
patronize the postal-savings system here and patronized the postal- 
savings system in the countries from whence they came. 

Chairman Hollis. That is, they formed the habit of relying on the 
Government depositary there? 

Gov. DocKEBT. Yes; they seem to have distrusted the banks of 
their countries under private control and trusted their Government. 
We have ascertained by experience, about which there is no sort of 
doubt, that the same distrust is felt by this class of people as to our 
banks here, both National and State. They will trust our Govern- 
ment, however. 

Now, then, 59 per cent of all depositors — and I am speaking 
now of the depositors at the close of the last fiscal year — 59 per cent 
of all depositors were bom outside of the United States, ana owned 
72 per cent of all the money on deposit. Who are they? The sta- 
tistics show the Bussians outstrip other foreign-bom depositors, with 
20.7 per cent of all the deposits to their credit. The Italians are 
next, with 14.2 per cent. Natives of Great Britain and her colonies 
rank third, with 8.8 per cent. These are followed by Aiistrians, with 
8.7 per cent; Hungarians, with 4.3 per cent; Germans, with 4.1 per 
cent; Swedes, with 2.2 per cent; and Greeks, with 1.8 per cent. 
And, then, there are a number of other nationalities that own 7 per 
cent of the deposits. So vou can see at a glance that the foreign-bom 
people constitute more tnan half of our patrons, and they own, as 
just stated, 72 per cent of the deposits. Director Keene has prepared 
a table showing the deposits by States, and it is our purpose to leave 
it with you. We have a sufficient number of copies to furnish one 
to each member of the committee. 

Chairman Hollis. It will go in the record and be printed, Gov- 
ernor. 

Gov. DocKERY. New York leads all the other States with a deposit 
account of $21,186,916; Illinois, $5,098,146; Pennsylvania, $4,700,112; 
Ohio, $4,546,699; California, $3,772,053; Massachusetts, $3,188,284; 
Michigan, $2,429,744 ; New Jersey, $2,166,001 ; Washington, $2,009,- 
403; Minnesota, $1,840,492; Missouri, $1,827,569; Oregon, $1,535,019; 
Wisconsin, $1,510,543; Colorado, $1,415,777; Connecticut, $1,242,222; 
Indiana, $1,166,410. 

This list comprises 16 States (a third of the total number), and 
these 16 States have 86 per cent of all the deposits in the United 
States. 

I come now to an analysis not only by States but by localities in 
the several States, and I want especially to direct the attention of 
the committee to this statement. Ninety per cent of the deposits in 
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the State of New York is in New York City, Brooklyn, Buffalo, 
Rochester, and Long Island City; that is to say, of the entire de- 
posits in the State of New York, 90 per cent is in these cities I have 
just named. Over one-fourth of all the deposits in the United 
States are in post offices included in greater New York. 

Representative Hawley. Can I ask you a question ? , 

Gov. DocKERY. Certainly. 

Representative Hawley. I thought the total amount for New 
York State was not quite one- fourth of the whole amount of deposits. 

Representative Hayes. $21,000,000 out of $65,000,000. 

Gov. DocKERY. I am now using the figures as of June 30 last. As 
you will remember, I stated that we estimate the deposits are now 
seventy-three million. This analysis is not based on seventy-three 
million, but is based on the condition of the system at the close of the 
last fiscal year. 

Representative HD^yes. About one-third of the deposits were in the 
State of New York at the close of the fiscal year ? 

Gov. DocKERY. Yes. Continuing the analysis, two-thirds of the 
deposits shown in the State of Illinois is in Chicago. 

In Pennsylvania 39 per cent of the deposits is in Philadelphia, 
Pittsburgh, Erie, and Altoona. Outside of those cities the deposits 
are heaviest in the mining districts where foreign labor predominates. 

Ohio, 61 per cent of the deposits is in Cincinnati, Cleveland, Co- 
lumbus, Toledo, Akron, and Dayton. 

In California 61 per cent of the deposits is in San Francisco, Los 
Angeles, Oakland, and San Diego. 

In Massachusetts 62 per cent of the deposits is in Boston, Lawrence, 
and Lowell. 

In Michigan 60 per cent of the deposits is in Detroit and Iron- 
wood. * 

In New Jersey 45 per cent is in Newark, Jersey City, Paterson, 
and Franklin. 

In the State of Washington 63 per cent of the deposits is in 
Seattle, Tacoma, Bellingham, Aberdeen, Spokane, and Roslyn. 

In Minnesota 70 per cent of the deposits is in St. Paul, Minneapolis, 
and Duluth. 

In Missouri 76 per cent of the deposits is in Kansas City and St. 
Louis, and practically all of thft remaining deposits are in the cities 
of St. Joseph, Sedalia, Joplin, Springfield, and Hannibal. In sup- 
port of the statement that postal savings depositors are largely 
foreign-bom wage earners, pardon me for citing my own county, 
Daviess County, Mo., an agricultural county. Our people are fairly 
well to do. The deposits of our banks are perhaps $2,000,000. The 
postal savings deposits in that county, all told, are about $1,500. 
Why so small ? There is not to exceed, I venture to say, 60 foreign- 
born voters in the county. The people are farmers or those who live 
in small towns. Our people know the officers of the banks. They 
trust the officers of the National and State banks, and do not distrust 
the Government. I think you will find it to be true all over the 
country that our depositors come not from the farming classes who 
are acquainted with the officers of banks, but they come from the 
wage earners, and especially those of foreign birth. I cite my own 
county because I happen to know about conditions there. 

45712—16 10 
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In Oregon 76 per cent of the deposits is in Portland and Astoria. 
In Wisconsin 56 per cent of the deposits is in Milwaukee and 
Superior. 
In Colorado 60 per cent of the deposits is in Denver, Leadville, 

and Pueblo. 

In Connecticut 39 per cent of the deposits is m Bridgeport, New 
Haven, and Hartford. 

In Indiana 25 per cent of the deposits is in Indianapolis and Gary. 

On September 30, 1915, 64 per cent of all the postal sayings de- 
posits in the United States was held in 64 post offices — ^that is to say, 
the money came through the post offices. I desire to add another 
noteworthy fact in line with the statement heretofore made. As you 

{fentlemen well understand, the limit of deposits under the present 
aw is $100 a month and $500 all told. We have now more than 
30,000 depositors who have reached the limit — who have deposited 
all they are permitted to deposit under the postal savings law — and 
22,000 of the 30,000 who have reached the limit of deposits are 
foreign born. 

Permit me to call your attention, gentlemen, to another fact; 
and it is a pregnant fact. It was disclosed in the debate that pre- 
ceded the passage of the organic postal savings law. If you will 
consult the Congressional Record at the time the postal sayings bill 
was considered you will find that there was not a possibility of the 
passage of the bill but for the pleasing fact, which found its expres- 
sion in the bill, that the money of the postal savings should be kept 
in the communities where produced. 

Representative Hayes. That is so. I took part in that debate. 

Gov. DocKERY. Thank you. Now, as a practical question — ^not in- 
tended to be so because everyone has a right to avail himself of the 
privilege of this law — ^but as a practical question, however, as we have 
found in actual practice, the wage earners or laborers of this country 
have taken advantage of this law to the extent that no other class of 
our people have. In view of this fact would it be wise, I suggest 
to you honorable gentlemen, to take the money deposited by them in 
the banks of their communities, deposited on the faith of the Gov- 
ernment that the money should be retained in the communities where 
produced, and send it to far-distant communities, or give far-distant 
communities the advantages sought by a number of bills that lately 
have been introduced in Congress? My own judgment is that it 
would result in profound nation-wide dissatisfaction. To illustrate : 
If the twenty-one millions belonging to the wage earners of New 
York should be taken for investment in the State of Missouri or 
any other State, the whole theory of the law to keep the money 
in the communities where it was produced would be set at naught. 
The men who constructed the present law were wise. They made it 
knpossible that political favoritism or any other kind of favoritism 
could be shown when they required the money to be automatically 
distributed among the banks qualifying for it in the communities 
where it was deposited in proportion to their capital and surplus. 

This system, I venture to say, and I think you gentlemen who have 
studied it will admit, has had a marvelous growth under serious 
handicaps. I am not complaining of the men Who framed the law. 
It was an experiment in this country and many objections had to be 
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overcome. To meet those objections the limit on deposits of $100 a 
month and $600 all told, was put into the law. The banks, and I 
confess as a private citizen I shared a little of the apprehension 
myself, feared that the Government would invade the legitimate 
domain of private enterprise. They have been undeceived and are 
friendly now, because it is obvious that instead of doing that the 
Postal Savings System has invaded the domain of hidden money — 
has brought money from stockings and tin cans and other hiding 
places and, througn the medium of the banks, has restored it to the 
channels of active trade and commerce. That has been the effect 
of the operation of the system. 
"Eepresentative Hayes. That was the intention. 

Gov. DocKERY. Undoubtedly, that was the intention, but many were 
apprehensive, nevertheless. I make no criticism of the gentlemen who 
framed the law, because they did not know how it would result, but 
we have found in actual practice that we had to meet the prejudices, 
you may call them, of our depositors. A man who comes from Bussia or 
any other foreign country, when he goes to the post office with $500 
or more, desires to deposit it all at once, and it is the testimony of 
postmasters over and over again that when he can not deposit his 
entire savings he deposits none and takes them all back into hiding. 

Only last year an Italian brought to the post office at New York 
$3,900 in money that was so soiled — ^he had carried it next to his body 
inside of his vest — ^that the question arose at first whether it was good 
money. The postmaster found that it was. The Italian ascertained, 
as many others had before him, that he could deposit only $100 
monthly, so he bought money orders payable in Italy and sent the 
$3,900 abroad. The law stood in the way of adding this $3,900 to 
the volume of money in circulation in the United States. And this 
is but one of the many thousands of cases illustrating the unwisdom 
of the hindering restrictions which now retard our growth. 

As a result of these, unwise restrictions we heretofore have appealed 
to Congress to remove them. A bill passed both Houses, but being 
involved with and wholly because of other propositions it finally 
failed. We afterwards asked Congress to increase the interest- 
bearing limit to $1,000 and take off the monthly limit of $100, and, 
further, that the board of trustees, under such regulations as they 
may adopt, may accept $1,000 additional without interest. This pro- 
posal will be renewed at the forthcoming session of Congress. 

Representative Hayes. What is the objection — of course that is 
not germane to this inquiry, but what would be the objection to 
increasing the limit to the same extent that it is fixed by most savings 
banks and let the depositor deposit $3,000 ? As long as it goes right 
into the channels of trade what harm can it be? 

Gov. DocKERY. Personally I would have no objection, but we have 
sought to get something agreed to and accomplished, and those 
propositions having been agreed to we are willing to accept them 
and get the bill through. If the limit had been taKen off when the 
provision was put in the post-office appropriation bill, instead of hav- 
ing $73,000,000 on deposit to-day, in my judgment there would have 
been not less than $150,000,000. 

Eepresentative Hayes. I think it is quite likely. 
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Gov. DocKERT. This system has come to stay, aud the time has 
come when it should be given a fair chance by removing or modify- 
ing the restrictive provisions of the law. I will read from some 
recent remarks of mine, unless you have some questions you wish to 
ask me. These are facts I submitted through the columns of the 
American Leader on the 14th of October, 1915. Just one extract : 

Only a few days ago the postmaster at Milwaukee reported that on the 4th 
instant five people tendered more than $100 each for deposit. A man aud hlsr 
wife had $800, and when informed of the restrictions refused to make any 
deposit. A Kenosha County farmer had $650, but declined to open an account 
when told that only $100 a month could be accepted. A man with $200 opened 
an account for $100 and another man with $300 took his money home. Five 
intending depositors, therefore, offered $1,950, but restrictions on deposits 
drove all but $100 away. 

These are actual facts. We have very many others of like char- 
acter. I am in favor of what might be called a proper rural credits 
system, but I do hope that the Congress, and you gentlemen, will 
recommend a bill that while establishing a very much desired rural 
credit system, will not at the same time break down the Postal Sav- 
ings System that has shown, in the brief time it has been in opera- 
tion, its right to continued existence. 

We must, of course, have securities to protect our deposits that 
can be quickly realized on, because, as has been shown, ours is demand 
money. There is authority to invest 30 per cent of the deposits in the 
bonds of the United States, but we have never invested a dollar in 
such bonds. It has been thought so important to use this system 
to promote the interests of the people producing the money that we 
have not made an investment in Government bonds. The only 
bonds purchased have been $1,233,420 of United States "postal sav- 
ings" bonds that, under the law, are required to be issued by the 
Secretary of the Treasury when the depositor surrenders his deposit 
certificates and asks for a bond. It is a one-twenty bond, payable 
after one year. 

Representative Hayes. And due in twenty? 

Gov. DocKERT. Yes; due in twenty. Now, the bonds, you under- 
stand, were bought back from the people. That is the effect of it. 
If you hp ve a postal savings bond and desire the money so invested 
our reeruiations require its purchase from the depositor. 

Representative Hayes. At its face? 

Gov. DocKERY. At its face. 

Representative Hawley. Do these investments in bonds by deposi- 
tors figure in the withdrawals of money that you spoke of, the amounts 
withdrawn in the first, second, and third years? 

Gov. DocKERY. Yes, sir; they do. 

Representative Hawley. So that money is really withdrawn from 
the custody of the United States? 

Gov. DocKERY. Yes. When the depositor surrenders all his cer- 
tificates of deposit, and gets a bond, his name passes off our books. 
He may surrender only a portion of his deposits, however. 

Representative Phelan. Can he redeposit new money without 
going over the limit then? 

Gov. Dogkery. No man can deposit in excess of $500, and he can 
not have two accounts. 
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Representative Phelan. Suppose a man has $500 and gets his 
bond, can he then make another deposit of $500 ? 

Gov. DocKERY. Oh, yes; he can do that. He could accumulate 
$500 and get a bond, and then accumulate another $500 on deposit. 
There is one provision of the law I want to call attention to, no 
depositor can Keep an account in two offices. That has been tried, 
but sooner or later it has been detected. 

Representative Phelan. Do you find that the men who draw out 
their money redeposit it subsequently? 

Gov. DocKERY. I do not know that we have any statistics on that. 

Mr. FuMxAWAY. As a rule they withdraw for a purpose, and de- 
posit their savings. That is our general observation. 

Gov. DocKERY. Do they redeposit ? Do you know anything about 
that? 

Mr. FuLLAWAY. As a rule, only when they have saved money again, 
except, perhaps, when they move from place to place. 

Gov. DocKERY. Director Keene suggests that we have had some 
cases where depositors withdraw their money just to see whether 
they could get it, and then, when they found that it could be with- 
drawn, they redeposited it. A man who sa^nes $500 and invests in 
a bond will, if he saves another $500, or even a lesser amount,, very 
likely invest the savings in another bond. 

Representative Phelan. Have your deposits kept increasing grad- 
ually, or are there times when your deposits will fall considerably 
below what they have been and then come up again ? 

Gov. DocKERY. Perhaps I can best answer that, Mr. Phelan, by 
reading the record of deposits for each year, beginning with the 
fiscal year 1911, which was the starting point of the system. The de- 
posits that year, in reality for the six months of the year during 
which the system was in operation, were $677,145. At the end of the 
fiscal year 1912 they had increased to $20,237,084; in 1913 they in- 
creased to $33,818,870; in 1914 to $43,444,271; and at the close of the 
fiscal year 1915, June 30 last, our deposits were $65,684,708. So you 
will note there has been not only an increase but a rapid increase. 

Representative Phelan. And if that same thing applies month 
after month it indicates that people redeposit, or that you get more 
new depositors in the place of those who have withdrawn their 
money. 

Gov. DocKERY. We get new depositors all the time. Director 
Keene very aptly calls my attention to another table here that I think 
will answer your suggestion. At the end of the fiscal year 1911 the 
number of depositors was 11,918; at the end of the fiscal year 1912, 
243,801 ; 1913, 331,006 ; 1914, 388,511 ; and 1915, 525,514. 

As I stated a moment ago, we now estimate that on the 30th of 
November the number had increased to 560,000, with a deposit ac- 
count of $73,000,000. 

Representative Phelan. Have you any figures available showing 
what the deposits have been in foreign countries in the postal savings 
banks since the war started? My purpose is to find out whether 
there was a considerable withdrawal. You have nothing on that? 

Gov. Docker Y. No; we have nothing on that. I may say this, 
however: The war has been a very great advantage to our system, 
because men naturally, or at least a large number of them, have not 
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felt like sending money abroad under existing conditions, but rather 
have been depositing it with us. There is a large increase in the 
money-order business with certain countries, notably Italy, for in- 
stance. I could not state positively the reason, but I suppose it is due 
largely to the fact that a great number of Italians are returning to 
their own country for service in their army, and they have bought 
money orders payable in Italy as the safest means of taking their 
money with them. A number of them — ^some of them — ^send money 
orders there to their relatives who are in sore distress. 

But we have lost nothing by the war. That is one advantage that 
we have had — ^the Postal savings System has gained and not lost 
anything by the war abroad. 

Representative Phelan. I did not mean this country. I meant 
had the deposits fallen off in foreipi countries? 

Gov. DocKERY. We have no statistics on that question. It would be 
a little difficult to get information of that sort now. We have made 
no effort to do it, but I imagine it would he a little difficult to secure 
such information. 

Representative Phelan. Have you anything to show what the 
interest received by the Government is for its savings deposits with 
banks? 

Gov. DocKERY. We have. By the way, and in further answer to 
the other question, Assistant Director FuUaway advises me that we 
have one consular report from Russia disclosing the fact that since 
the abolition of the sale of vodka there that savings deposits have 
largely increased, the limit on deposits in the Imperial savings banks 
in Petrograd that formerly obtained has been abolished, and the right 
granted to withdraw any amount at will. 

Now, in answer to your question, Mr. Phelan, as to the excess of 
interest received, as I understand it, over interest allowed, I will 

five it to you by the dates on which we paid the money into the 
'reasury of the United States. The total amount of interest received 
and paid into the Treasury of the United States for the use of the 
Postal Service aggregates $1,687,912.08. It should be stated that for 
the fiscal years 1915 and 1916 the payments necessarily are on ac- 
count; final adjustment will be made when the interest accounts are 
closed. This is the excess of interest received from banks over inter- 
est allowed depositors from the time the system was organized imtil 
the 1st of December, 1915, and I have here the dates of the payments 
which aggregate the total which I have just given: June 29, 1914, 
$399,932.96; October 30, 1914, $425,684.72; December 18, 1914, 
$225,000; June 16, 1915, $375,900; July 27, 1915, $12,294.40; and De- 
cember 1, 1915, $250,000 ; making a total, as I have heretofore stated, 
of $1,687,912.08 paid into the Treasury for the use of the Post Office 
Department. 

Representative Hayes. You say that is excess? 

Gov. DocKERY. Yes; of the interest received from banks and in- 
terest on postal-savings bonds purchased from depositors over interest 
allowed to depositors. 

In the early years when postal savings was being installed through- 
out the country, the central office equipped at laf ge expense, and de- 
posits were relatively small, the system was run at a loss to the Gov- 
ernment ; but in the fiscal year 1914, after experience had shown wher« 
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economies could be effected, and deposits had increased materially, it 
was fomid that the system, after providing for interest charges and 
all expenses of operation, had been conducted at a net profit of 
$172,421.67. This gratifying result was eclipsed in the fiscal year 
1916. Deposits leaped from $43,444,271 to $65,684,708, and operating 
expenses were still further reduced, with the result that the net 
profit from postal savings for the year reached $421,028.44. 

Representative Hayes. How do the depositors receive that inter- 
est — from Washington ? 

Gov. DocKERY. They receive their interest from the postmaster. 

Representative HLayes. Where the deposit is made? 

Gov. DocKERY. Yes. The deposits are first made through the post- 
master. 

Representative Hayes. Yes. 

Gov. DocKERY. And then the postmaster distributes the same — 
the total of the deposits — among the banks qualifying, according to 
their capital and surplus. The postmaster issues certificates for the 
deposits which he receives. 

Representative Hayes. To the depositor? 

Gov. DocKERY. To the depositor; and when the depositor wants 
his money he returns to the post office, is identified, presents his 
certificate or certificates, and receives it. The money is, of course, 
given over when it is received to the custody of the banks, which pay 
the Government 2^ per cent. 

Representative Hayes. Then the postmaster does not remit the in- 
terest that is received from the banks except as he has a surplus over 
and above what he expects to be called upon to pay the depositor. 
Is that it? 

Gov. Dockery. No. We keep the accounts with the banks. 

Representative Hayes. I am trying to get at how the thing is done. 

Gov. Dockery. The interest on the money in the bank accrues and 
they place it to our credit semiannually. It is not paid over to the 
postmaster. Every month we set aside on the books of the system 
at Washington the interest which accrues to depositors to an account 
known as "matured interest," and when the depositor wants his 
interest he comes in to the post office and gets it or it is paid when he 
cashes his certificates. 

Representative Hayes. How does he get it? The postmaster does 

not have it. 

Gov. Dockery. He pays it out of current receipts. 

Representative Hayes. Oh, then he puts it in his accounts ? 

Gov. Dockery. Yes, sir. 

Representative Hayes. In other words, the postmaster pays it out 
of his postal savings funds? 

Gov. Dockery. Yes, sir ; in lieu of taking it out of the bank. 

Representative Hawley. The depositors have received during the 
life of the system over $6,000,000 in interest. 

Representative Hayes. How much interest have they received ? 

Gov. Dockery. We have no figures here with which to answer the 

question definitely. 

In response to a later question of Representative Hawley the fol- 
lowing information is here inserted : 

From the beginning of the system to August 31, 1915, the latest date 
for which audited figures are available, the interest allowed depositors 
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amounted to $1,467,603.92. Of this amount $877,412.12 has been ap- 
plied for and paid by postmasters, the remainder, $590,191.80, is 
payable when applied for. It is carried on the books of the system 
as a liability and is not paid over to the Treasury as interest profits. 

Bepresentative Hawlet. If the Government gets 2^ per cent and 
pays 2 per cent, and they have received an excess of interest over 
mterest paid out of $1,600,000 that would amount to one-half of one 
per cent, and the depositors have received four times that amount, 
which would be over $6,000,000. 

Gov. DocKERY. You develop a situation that it is perhaps necessary 
to explain. The depositor gets his interest, provided only that his 
deposit remains for 12 months, but if the money is withdrawn prior 
to the end of that time he gets no interest. However, our interest is 
running along at the bank at 2^ per cent. 

Representative Hawley. I presumed that the money goes on in- 
terest at the date that it is deposited. 

Gov. DocKERY. In the bank; yes, sir. 

Representative Phelan. Are your deposits with the banks demand 
deposits or do you have to give the banks notice? 

Gov. DocKERY. Oh, no; demand deposits absolutely. We give 
them no notice. The Federal reserve act provides certain per- 
centages of reserve in different banks, and I remember one bank in 
New York complaining. It was shortly after the act became oper- 
ative. They complained they had to carry an 18 per cent reserve 
against the postal savings deposits, and it seemed to us that there 
must be some error. But we looked it up and found it to be true, that 
they must retain that reserve against their postal savings deposits. 
They desired a ruling, if it could be made under the law, that a certain 
per cent of the deposits should be considered as 30-day deposits, the 
effect being, as I remember the case, if they could have the deposits 
running 30 days, that it would enable them to reduce their reserve 
from 18 to 12 per cent. But we could not do that, because the law 
says "demand." 

Representative Phelan. Are ttere any restrictions as to how they 
shall use the money ? 

Gov. DocKERY. What is that i 

Representative Phelan. The banks which receive these deposits 
from the Government. 

Gov. DocKERY. Oh, no. We have their bonds as security. We 
have a 5 per cent cash reserve and the large banks have to set aside 
their 18 per cent reserve, but over and above all that are their bonds 
supported by the taxing power which we hold and which are approved 
by our attorney before they are accepted. 

Representative Hawley. Will it be convenient for you to put in 
the record up there where the question was asked you the amount 
paid to the depositors since the beginning of this system ? 

Gov. Dockery. Yes, sir ; we will put that in the record. 

Representative Phelan. For the sake of the record, now, isn't it 
a fact that before the Federal reserve act became a law that those 
same banks which now have to keep 18 per cent reserve against 
postal savings accounts were formerly obliged to keep 25 per cent 
against those same deposits? 

Gov. Dockery. Not against postal savings deposits. 
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Kepresentative Phelan. In national banks. 

Gov. DocKERY. I am not sure as to that. 

As I stated — Mr. Lever was not present at the time — since the time 
the system was organized under my predecessor or rather under the 
predecessor of Mr. Keene (it was then an independent bureau) , until 
now the Postal Savings System has never lost a dollar by reason of 
insufficient security. There have been some bank failures, but we 
were fully secured. We have the benefit of this provision of the law, 
which has been faithfully enforced under this administration : 

The board of trustees shall take from such banks such security in public 
bonds or other securities, supported by the taxing power, as the board may pre- 
scribe, approve, and deem sufficient and necessary to insure the safety and 
prompt payment of such deposits on demand. 

Representative Hates. I understand, Governor, your judgment is 
that it would be a great mistake in the administration oi the Postal 
Savings Bank System for us to permit the use of any of its funds 
for the purchase of rural-credit bonds? 

Gov. DocKERY. I would regard it as exceedingly unwise, even to de- 
part from the language of the law in respect to our collateral security ; 
that is, bonds supported by the taxing power. If the rural-credit 
bonds should be bonds of that character, under the existing law they 
can take their chance with every other bond of like character as col- 
lateral security. We are not authorized to purchase with postal 
savings funds anything but bonds of the United States, and the 
evident intention of the framers of the law was to get even collateral 
security that would be safe and readily salable to secure the prompt 
payment of these depositors. 

In my judgment, any investment in any kind of bonds, rural credit 
or otherwise, other than United States bonds, would be a mistake. 
The cornerstone of this system is the right to withdraw deposits on 
demand, and the right to withdraw deposits on demand means that 
you must either have the money or must have something that can be 
easily and promptly converted into money. The bonds of the United 
States can be easily and promptly converted into money. 

Kepresentative Hayes. Or else the Government of the United 
States — ^the Treasury — ^must respond. 

Gov. DocKERY. Certainly, because we have the solemn faith of the 
Government to uphold as provided in the last section of the law, and 
must perform the duties set out in the law, which includes the pay- 
ment of these moneys on demand. 

Understand, I am speaking for myself only. I am for a safe and 
sane rural-credits system, but I do not want to strike down the postal- 
saving system. I do not desire to impair its influence and its growth 
by unwise investments. I do not want to take any kind of securities 
even as collateral unless they are of such a character and of such ac- 
knowledged stability that we can realize money on them promptly. 

Eepresentative Hayes. Your statement seems to indicate that your 
deposits are not only demand deposits, but that a large percentage of 
them are actually demanded within a* short time after they are made. 

Gov. DocKERY. That is a very apt statement of what I have tried 
to say in this hearing, and for which I have employed a good many 
more words than you have used. You could not state my position in 
a more concrete form. 
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The country has approved the postal savings ^stem and I do not 
want to oppose any other system that will benefit the people — and cer- 
tainly not the rural-credits system, because I live among the farmers. 
I have tried to do the best I could for them in official relations during 
the long years of my public life. And I do not think they would as 
me to favor or ask anybody to favor a system that would jeopardize the 
Postal Savings System, which is designed to promote thrift and econ- 
omy, and which, as I said awhile ago, has practically been monopo- 
lized by the wage earners — although every man has easy access to it. 

The JPostal Savings System has a definite mission to perform, and 
is performing it. Any .movement — ^no matter how beneficial — ^that 
depends for its success on tearing down a system that has proved its 
worth must be classed as unwise. I do not believe in so-called con- 
structive legislation that tears down one thing in an attempt to build 
up another. 

I do not know that I care to say anything further, unless you pro- 
pound some other interrogatory. But if you gentlemen find that you 
need any additional information, we may have it, and if you will call 
on us it shall be forthcoming. 

Representative Hayes. Governor, we are very much obliged to you 
for your illuminating statement. 

(Thereupon, at 12 o'clock m., the subcommittee adjourned subject 
to the call of the chairman.) 
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TTTESSAY, NOVEMBER 16, 1915. 

Congress of the United States, 
Subcommittee on Eural Credits, 

Washington^ D. C, 

The subcommittee met in the hearing room of the Committee on 
Banking and Currency of the United States Senate at 10 o'clock a. in. 

Present: Mr. Ralph W. Moss (chairman); Senator Hoke Smith, 
of Georgia, and Senator Henry F. HoUis, of New Hampshire; Rep- 
resentatives M. F. Phelan, A. F. Lever, and Willis C. Hawley. 

Also present : Mr. David Lubin. 

Chairman Moss. The subcommittee has met this morning, with 
Mr. David Lubin before it. 

STATEMENT OF ME. DAVID LTJBIN, DELEGATE OF THE UNITED 
STATES, INTEENATIONAL INSTITUTE OF AOEICULTUEE. 

Chairman Moss. I will ask Mr. Lubin to present his statement. 
Mr. Lubin, we will be very ^lad to have you do so at this time. 

As you know, this committee is organized under a resolution of 
Congress to present bills on the subject of rural credits. The sub- 
ject, as you know, is divided into long-term and short-term credit. 
The committee itself has divided. We are now considering short- 
term or personal credits with a view of deciding whether or not 
there should be any specific legislation recommended to Congress. 
We will be pleased to have you discuss this question and present any 
suggestions that you may care to make to the committee along the 
line of personal rural credits. 

Mr. Lubin. Mr. Chairman and gentlemen, the presentation that I 
have in mind is one that concerns long-term mortgage credits. It 
concerns short-term credits only indirectly. If I should limit my 
statement to short-term credits I would be omitting about nine-tenths 
of the statement I intended to make. 

Senator Hollis. As both sides of the committee are represented, I 
would be glad to have Mr. Lubin make his statement in his own way. 

Chairman Moss. I was going to say that I did not wish to fore- 
stall him. We are engaged in the study of personal credits, but we 
do not desire to limit the presentation or discussion of any collateral 
subject which Mr. Lubin may care to undertake. 

Mr. Lubin. Will any presentation that I make on short-term cred- 
its be considered " a presentation on short-term credits," or will it 
be considered as " a presentation on long-term credits " ? 

155 
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Chairman Moss. I have stated, Mr. Lubin, that this committee is 
sitting as a committee on personal credits and is considering the 
matter of what legislation shall be recommended to Congress on per- 
sonal credits. Senator HoUis is chairman of the committee on long- 
term credits, and we are holding at the present time a joint session, 
and members of the full committee are sitting around the table. As 
1 understand from Senator HoUis, we will be glad to have you dis- 
cuss the subject in your own way. There have been some suggestions 
made to the committee on long-mortgage credits. It is my hope, 
however, speaking only for myself, that this hearing would result in 
the presentation only of specific recommendations on short-time 
personal credits. 

Mr. Lubin. My mind is not clear. If I am to make this presenta- 
tion, I am under the impression — and I would like to be corrected if 
I am wrong — that the presentation will appear under the heading 
*' Short-term credits." If it does it will be in the wrong place, or 
will it appear under the heading " Long-term mortgage credits " ? 

Chairman Moss. I am perfectly willing — and I take it that other 
members of the committee are also willing — Mr. Lubin, for you to 
make your statement under whatever designation you would care 
to state it. 

Mr. Lubin. Well, if the presentation is to be classed under long- 
term mortgage credits, there will be no objection at all. 

Senator Hollis. It is not the intention of the long-term mortgage 
credit side to hold any hearings or to make any recommendation, so 
that this is the only place that it can be given. So it can be headed 
*' Long-term mortgage credits." 

Mr. Lubin. In that event it will be all right. In the first place, 
Mr. Chairman, in place of making a verbal statement, I desire to 

{)resent the case in written form, or, rather, it is printed, and I would 
ike to have it made a part of my statement. If it be accepted as 
such, I will then hold myself subject to questions and answers. 

Chairman Moss. Is there any objection on the part of the commit- 
tee to Mr. Lubin incorporating as a part of his remarks the state- 
ment that he has presented ? 

Senator Hollis. I should be glad to have it done in that way. 

Representative Lever. Do I understand that this is to be presented 
in lieu of a statement ? 

Mr. Lubin. In lieu of a statement, and if you desire any questions 
1 will make answer to them. 

Representative Lever. The difficulty about that is, until members 
have an opportunity to read your statement, they would not be in an 
intelligible position to ask you any questions about it unless we could 
call you later. 

Mr. Lubin. I could give a short recapitulation of this, and prob- 
ably one that might extend 5 or 10 minutes, or, if you prefer it, have 
it read by your secretary. 

Chairman Moss. If there be no objection, the statement as pre- 
pared will be incorporated, and Mr. Lubin may make such explana- 
tions of it as he cares to make. It is so ordered. The statement will 
appear as a part of the record. 
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(The statement referred to is as follows:) 

A Pbactical Rubal Gbedfts System fob the United States. 
[A hearing before the State Department June 21, 1015.] 

Present at the hearing : Mr. Sydney Y. Smith, Chief of the Diplomatic Bureau 
of the State Department ; Mr. David Lubin, delegate of the United States, Inter* 
national Institute of Agriculture, Rome. 

THE HEABING. 

Mr. Smith. As I understand it, you are to make a statement on a proposal for 
a national marketing organization, also for a rural credits system, for adaptation 
and adoption in the United States. 

I would like to ask you whether the subjects you will speak about this morning 
are not covered in the report made by the national commission and State com- 
missions sent to Europe in 1912, to inquire into the European rural credits 
systems? 

Mr. Lubin. They are and they are not. The report of the American commis- 
sion (S. Doc. No. 214) consists of some 916 pages. It contains, perhaps, the most 
valuable information on rural credits in print anywhere. The presentation^ 
however, is not in the form where it can be availed of offhand, for there are all 
shades and phases of rural-credit information in it with statements, questlons» 
answers, and opinions, all in part relevant and part irrelevant mixture. A par^- 
grapt or two may be relevant and a paragraph or two following may not b'e» 
It requires a guide competent to pick out the relevant from the irrelevant. It 
is much the same in get-up as the Congressional Record. The report needs com- 
petent editing and all irrelevant material eliminated. It will then be in avaiU 
able form for all to use. 

Mr. Smith. Mr. Lubin, please proceed with your presentation. 

BUBAL CBEDITS. 

The origin of the rural-credits propaganda in the United States can be tracecj 
to the labors of the International Institute of Agriculture at Rome. The im- 
portance of rural credits is now beginning to be understood, but the difficulty 
comes in centering the mind on what would be likely to prove the best system 
for adoption. 

During many years' observation in the institute I have come to the conclusion 
that an adaptation of the Landschaft system would be of the utmost advantage 
to the American farmer. 

Mr. Smith. Will you please explain what this rural-credits system is? 

Mr. Lubin. There are several kinds of rural-credits systems. There is the 
personal credit and the mortgage credit. I wish to limit my remarks to mort- 
gage credits — to the adaptation of the Landschaft. 

The Landschaft rural-credits system has been in operation in Germany for 
151 years. It was proposed by a man by the name of Btiring. It was rejected 
by the Reichstag, but it was taken up by Frederick the Great and adopted. It 
has been in operation for 151 years, with a record that during that time there 
has not been a single failure. 

From figures given by the International Institute of Agriculture I find that 
the Landschaften of Germany have outstanding 420,000,000 marks in 3 per cent 
bonds, 2,000,000,000 marks in 3i per cent bonds, and 500,000,000 marks in 4 per 
cent bonds. (A mark is 25 cents.) 

Mr. Smith. How is the Landschaft formed and how does it operate? 

Mr. Lubin. The Landschaft is formed under the Prussian law much the 
same as a national bank is formed in the United States. A group of landowners 
ask for a charter to form a Landschaft. Now, supposing the collective value 
of the farming land in this Landschaft to be worth $5,000,000, if there is a bond 
of $1,000 floating in the open market of this Landschaft, what is the security 
of this $1,000 bond? The security is the $5,000,000 value of the Landschaft, 
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This being the case, it becomes the reason why the Landschaf t bond sells in the 
open market at about the same rate as a Government bond. In fact, it has a 
merit far above a Government bond. A couple of months ago I wrote on to 
Prof. Brodnitz, of the Halle University, who is in a position to make an 
authoritative statement on the subject I asked him the question : " How about 
the Landschaf t bonds? How are they standing during the present war? Are 
they holding their own or have they fallen like other securities?" And he 
replied : ** They are holding their own as they did in panics and in wars before 
now. The Bourse, as you know, is at present closed, but the Landschaft bonds. 
In passing from hand to hand, maintain their values as before the war." 

Mr. Smith. How does the farmer get hold of one of these bonds? 

Mr. LuBiN. The farmer gets them from his own Landschaft, from his board 
of directors. 

Mr. Smith. What security does he give? 

Mr. LuBiN. The mortgage on his land. 

Mr. Smith. That seems to be a simple thing. Ck)uld we do the same thing 
here? 

Mr. LuBiN. Yes, we could; but something has to be done before we can do 
what the German farmer can do under the Landschaft. Unless we can do 
that " something " the bond would not float. It would fall flat to the ground. 
It would prove of no value whatever. 

Mr. Smith. What Is that " something " ? 

Mr. LuBiN. That "something" really consists of two "somethings." The 
first relates to the tenure of land. Under the Landschaft Vxere can be no ques- 
tion raised as to title. A mortgage on a piece of land within that Landschaft 
Is in fact equivalent to a judgment, and foreclosures may be effected by the 
Landschaft without any further recourse to lawsuit. 

And then there is no doubt as to the correct valuation of the land and for 
processes to maintain Its profit-earning value. 

Mr. Smith. That would be a matter requiring special laws, not only by the 
United States but also by the States. 

Mr. LxiiiiN. Certainly. There would have to be laws governing the question 
of titles and the waiver of foreclosure suits. And then, as to valuation, that 
has to be provided for. It has to be determined what is the depth of the soil, 
whether it Is subject to overflow or atmospheric troubles, what It produces, 
what Its net earning power Is, and there must be a method for the maintenance 
of that earning power during the life of the mortgage. 

These things must be settled ; settled to the satisfaction of the Government ; 
settled to the satisfaction of the borrower; settled to the satisfaction of the 
expert; and settled to the satisfaction of the novice. And there will be no 
trouble to sell the bonds in the open market at the same rate as Government 
bonds. 

In fact, they will be better than Government bonds, for Government bonds 
fall during political troubles or wars, but Landschaft bonds of the character 
above set forth maintain their value for a 50-year or 75-year term, as they do 
in Germany. 

Mr. Smith. This bond, then. Is really a mortgage given by the borrower to 
the bank? 

Mr. LuBiN. There is no bank. The Landschaft does not require a bank. 
There is simply an organization of borrowers, an organization of farmers who 
borrow, an organization called the Landschaft, with its board of directors, and 
the public bourse or exchange, and that Is all. The bonds are sold the same as 
shares of stock of the United States Steel Corporation, the copper corporation, 
shares of Erie, or Lake Shore, or Pennsylvania Railways. 

Mr. Smith. The farmer who borrows pays Interest, does he not? 

Mr. LuBiN. Yes; certainly he does. 

Mr. Smith. What advantage over the present system would It be to the 
farmer who borrowed from this organization? Is the Interest less? 

Mr. LuBiN. It Is decidedly less. In Germany It Is 3, 3i, or 4 per cent. The 
farmer has the choice of either one of the three rates of Interest with amortiza- 
tion. The bonds run from 50 to 75 years. The mortgage may run all that 
time, but it may be canceled at any moment by the farmer buying the bonds in 
the open market. He may then bring them to the Landschaft directors, when 
he can receive back his mortgage on the land on demand. 

Mr. Smith. Am I to understand that when a farmer goes to the Landschaft 
to borrow that he is given a bond rather than money, and that he negotiates 
this bond in the open market? 
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Mr. Lttbin. Yes; because the Landschaft has no money. It is no bank. 
There Is simply a board of directors. 

Mr. Smith. Say he goes to borrow $1,000 from the Landschaft at 3 per cent 
interest. He is given a bond which he negotiates in the open market at 92. 
Does he not obtain his money at a discount and pay interest on the face value 
of the bond? What would be the advantage to a man to borrow from this 
organization at less than par when he could go to an outsider and get the 
full amount of his note at the same rate of Interest? 

Mr. LuBiN. That would all depend upon a question of land tenure, and a 
question of the character of the valuation. Your question is tentatively cor- 
rect, but hardly coincides with the facts as they are. In the first place, there is 
not a farmer anywhere in the world that can get money on an ordinary farm 
mortgage at 3 per cent or 4 per cent nor for 5 per cent, and very rarely for 6 
per cent. Normally the rate is from 8 per cent to 12 per cent, and sometimes 
higher than that when the cost of record searching, legal requirements, com- 
missions, and other incidentals are considered. The few cases in the United 
Stntes where mortgage loans on farms can be had for less than 7 per cent 
are cases where there are special reasons for it — the borrower has considerable 
wealth outside of the piece of land he may mortgage. In other words, he is 
considered " good " Independent of the mortgages. Even then he may obtain a 
loan for a few years, and he must go to the expense and trouble from time to 
time to renew. 

In a hearing on the Hollis-Bulkley bill one of the managers of the Prudential 
Life Insurance Co. testified that his company had large sums of money out for 
which they received something over 5 per cent. That seems low enough, but on 
cross-questioning this witness It was found that there was a middleman between 
the Prudential Co. and the farmer. The Prudential received this low rate from 
the middleman, but the farmer paid his 8, or 8i, or 9, or 10 per cent, as the 
case might be. The middleman. In fact, served as a sort of Landschaft for his 
own benefit. 

Let It be understooil once for all that the farmer at present can not have a 
mortgage loan in the United States from 50 to 75 years at any rate of Interest, 
nor can he get any money on a mortgage of his farm at any rate as 3, 3i, or 4 
per cent with or without amortization. He would find it a hard job to get it 
to-day at double that amount. He would find* it no hardship to get It at all at 
3, 3i, or 4 per cent, as he would elect, under the Landschaft, provided, of 
course, that the Landschaft Is properly constituted, as In Germany. And then 
take the matter of cancellation. If he takes out a mortgage to-day for 10 
years he can not cancel that mortgage until the 10 years are up. Under the 
Landschaft, even If the bond reads for 75 years, he can cancel It a day or two 
after he has mortgaged his land. All he needs to do is to buy the bonds back 
in the open market, bring them to the directors, and he receives his mortgage 
back on demand, and Is free from debt right then and there. 

Now," as for the selling of the bond at 92 In the open market, if he sells it 
for 92 he can In all likelihood buy It back for 92. If his Landschaft stands high, 
it win sell for above par and not at 92. 

It is the Landschaft that can do all that, provided the underlying laws of 
the Landschaft are made to apply here as In Germany. 

It would be well to understand first of all that we should carefully avoid 
adopting some plan simply because of some inspiration that may find its way 
Into the heads of those who are looking for inspirations In the financial line. 
A plan may seem to be logical, may seem to be plausibly put, a plan may even 
be eloquently advocated, but which might In the end prove to be a serious loss 
to borrower and lender. It Is no more practical to play finance from a written 
plan than it would be to produce symphony music by handing a novice a violin 
and a written symphony and expect him to play. In matters of finance, espe- 
cially so in a case where speculation is almost entirely eliminated, it Is the 
safest course to go down to the bedrock of experience. 

,We have had experience In the case of the Landschaft. It has operated for 
151 years. It Is operating now during this great war in Europe. And during 
these 151 years there has not been a single failure and the Landschaft bonds 
have maintained their value. 

Mr. Smith. I wish to ask, Mr. Lubln, does the German Government have 
general supervision over the Landschaft system? 

Mr. LxjBiN. Yes. 

Mr. Smith. If adopted In the United States the United States Government 
would then have general supervision? 
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Mr. LuBiN. Supervision, yes; but no guaranty, nor wouW the GJovernment 
be called upon to buy any of the bonds. 

Mr. Smith. Who gets the benefit of this system? 

Mr. LuBiN. The farmers who are members of the Landsehaft, but this is by 
DO means all, for the public, the lenders, are also benefited. 

Under the laws of Germany the Landschaft bonds are considered so safe 
that the German Government directs that the trust funds of widows and 
orphans must be invested in these Landschaft bonds. Then there are a great 
many merchants and others who may have a surplus which they would very 
much like to invest in bonds that are as mobile and as safe as the Landschaft 
bonds are and as easily convertible into cash. 

Where is the avenue at the present time for the investment of widows' and 
orphans' funds in the United States? Where is the opportunity for investments 
to run from 50 to 75 years that would be as safe as the Landschaft bonds are 
in Germany? Then, again, there are the great life insurance companies who 
have hundreds of millions of dollars to invest in farm mortgages. Would they 
not be better off to invest their money in Landschaft bonds if we could have 
them in the United States of as safe a character as they are in Germany? 

In other words, what the ordinary lender does on a small retail scale of 
searching records, of diving down into the real value of a piece of land, Is all 
done, as it were, at wholesale under the Landschaft system. So long as the 
money lender does all this in detail he alone knows the character of the risk. 
This knowledge is his monopoly and he charges for it accordingly. 

Mr. Smith. As a matter of fact, the Landschaft becomes a financial institu- 
tion from which some people derive profit? 

Mr. LuBiN. No; the Landschaft is not a financial institution. It is simply 
an agent between borrower and lender. The Landschaft is^not a bank. It 
never has any money, excepting it be a few dollars for paying rent of a room 
or to buy a few office chairs, a desk, or a safe. Otherwise it has no money. 

Mr. Smith. I understand that there are bonds, and that these bonds draw 
3 per cent interest? 

Mr. LuBiN. Yes. The Landschaft issues these bonds, gives them to the bor- 
rower in exchange for his mortgage. The Landschaft collects from the bor- 
rower the 3 per cent interest on that bond and immediately pays it over to the 
holder of the bond. 

Mr. Smith. I do not see where they get the 3 per cent from to pay. 

Mr. LuBiN. Tliey get it from Johnson and Thompson, from the farmers, the 
members of the Landschaft who have deposited their mortgages and received 
their bonds and sold them. 

Mr. Smith. Then the Landschaft becomes a financial institution for gain? 

Mr. LuBiN. No. The Landschaft is not a financial institution for gain. The 
Landschaft merely acts as a medium or agent between the borrower and lender 
for the collection of the interest from the borrowers and the distribution of it 
among the holders of the bonds. 

Mr. Smith. If such a system were established in the United States, to what 
extent would the financial institutions here be opposed to it? Who would benefit 
by the 3 per cent interest? 

Mr. LuBiN. As for the first question, I can understand that there are a certain 
number of farm-mortgage money lenders who are at present receiving high in- 
terest rates who would be likely to opopse the Landschaft. 

In contradistinction to these there are the great railroad corporations, who 
may quite likely favor the Landschaft, for the railroads are beginning to under- 
stand that the values of their roads are determined by the economic status of 
the farmers on both sides of their railroad track. Then there are the great 
capitalists of the country, those who have a fortune already amassed. These 
would be inclined to favor the Landschaft, because any system or condition 
that would work for the economic welfare of the farmers of this country would 
at the same time stabilize their values and securities. 

I think in answering the first of your questions I have answered the second. 
Let me repeat it : Who will benefit by the 3 per cent interest? The whole country 
will benefit by it — the farmers, the widows and orphans' trust funds, the rail- 
road companies, the great financial concerns, the capitalists, and, necessarily, 
though indirectly, the workingmen of the United States, for you can not improve 
the condition of the farmers throughout the country without bettering and ad- 
vancing the wage rate. 

^Ir. Smith. Is it not possible for us to start other kinds of rural-credits sys- 
♦■cms that will do the same thing as it is proiwsed to do under the Landschaft 
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and without any such changes In the law? If so, why should we make such 
changes In the land laws and in the land titles when we can do the same thing 
in another way? What is the matter with those other proposals? 

Mr. LuBiN. I am rather glad that you asked that question. I wish to say the 
same question has been asked by many other inquirers. The answer is this: 
There are other systems, such as, for instance, personal credit, not on land mort- 
gages. These personal rural-credits systems are not under our consideration 
now. The matter before us is solely confined to the subject of farm-land mort- 
gage credit; and when we confine the matter to this alone we will find the 
Landschaft to be by far the best and safest rural-credit systems of any in the 
world. 

It should be understood that interest on money borrowed on a farm mortgage 
must, under present conditions, necessarily be high, for the money lender, 
fisay, has paid out $5,000 on a mortgage, and he deposits the mortgage in his 
safe, and that's the end of his $5,000 until the mortgage is redeemed ; but in the 
case of converting the mortgage into a bond, this same $5,000 handed over to 
the farmer is reproduced again by the sale of the bond. If private banks could 
do business of that kind, they could, with a very nominal amount of money, 
do an enormous business. They could lend out the same $5,000, receive their 
mortgage, convert it into a bond, get back the $5,000, lend it on another piece of 
property, receive a mortgage, convert it into a bond, and they have got their 
$5,0b0 back again ready for another loan. 

They could do this indefinitely, if it were safe ; but it is not safe. It is dan- 
gerous — dangerous to all concerned. As was pointed out under our present laws, 
each State, each county, each township, and each tract of land is, as it were, a 
law unto itself, the bearing and significance of which would have to be taken 
on the faith of statements in a " prospectus " or the representation of the bank. 
The bank in turn would have to take their information from their agents. 
The public would then have to have faith that all was right and that all would 
continue to be right. 

It can safely be predicted that a bond of that character would not be bought 
by such as concern as J. P. Morgan & Co., Kuhn, Loeb & Co., or the New York 
Life Insurance Co. None of these concerns would buy a bond of that kind for 
10 cents on the dollar, certainly not on long time, at 97, and at 3i per cent 
interest. But it is safe to predict that the same concerns would buy a Land- 
schaft bond if they were as safely devised in the United States as in Germany. 
They would then buy them as freely as they would Government bonds. 

That all this is more or less vividly present \n the minds of those with rural- 
credit bills in Congress who ask that the bonds be guaranteed or purchased by 
the Government is evident. It must seem obvious that any such propositions — 
propositions whereby the Government must guarantee the bonds or most buy 
them — ^should be looked upon with suspicion. If the bond is good, it will float 
and keep floating without Government aid. If it can not float of its own accord, 
it ought not to be made to float with Government aid. Government aid applied 
to a bond that will not float on its own merits is doomed to fall, is doomed to 
cause disaster and loss. 

And if we are to have bonds of a character to float without Government 
guaranty or Government purchase, then we would have to have the same 
legislation that would be required for the Landschaft system. 

And if we are to change the laws at all, why should it be done for a system 
of banks when farmers know nothing about running banks? But, say these 
others, the farmers need not run the banks ; the banks can be run by bankers. 
Well, and what would we then have? We would have a rural-credits system 
run by bankers, whereas the Landschaft is a rural-credits system run by the 
farmers. In the one case we have the money lenders united in the bank — the 
united money lenders — ^but in the Landschaft we have the united farmers, the 
cooperation of borrowers, with the public at large as the lender. This would 
make available to the farmers the widows* and orphans' funds, the surplus 
cash of the merchant, the savings of the working people, the millions of the 
life insurance companies, the reserve of the capitalists, anyone, the public. 
All these compose the primary source for money everywhere the world over. 
It is from this source that money can be had at from 3, 3i, and 4 per cent — 
yes, and at 2 per cent, as witness the postal savings banks. But does anyone 
believe that this money can be had at 3, 3i, and 4 per cent on bonds of a doubt- 
ful value? It certainly can not. Even if it could, would it not be criminal to 
permit it? Widows' and orphans' funds should be considered a sacred trust 
and guarded securely against fraud or loss. 

45712—16 11 
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A sound Landschaft, a Landschaft no less sound than in Germany, would 
provide a safe investment, and thus not alone procure the farmer money on 
long terms at the lowest rate of interest in the world, but at the same time 
provide a safe investment for widows' and orphans' funds. 

But why lay stress upon widows' and orphans' funds? Because it is deserv- 
ing of it. Here in this Nation of, say, 100,000,000 are the millions of husbands 
working early and late, working with all their might Why? To "lay by" 
something for wife and children. Very good. Now, what becomes of the 
" lay by "? Well, it goes to the widow and orphan. Supposing the same foots 
up to $1,000, $5,000, or $50,000. What is the widow to do with it? Invest it? 
How? When? Where? Here, for instance, is a woman who is hardly able 
to manage her account in the grocery store, who perhaps never before invested 
a dollar, is asked on the spur of the moment to invest the savings of a life- 
time. 

If the Landschaft could be rendered as safe in the United States as it is in 
Germany, it would provide the safest investment in the world for the widows* 
and orphans' funds, as well as provide the American farmer with long-time 
loans at 3, 3i, and 4 per cent, with amortization. 

There are, so far as I am aware, but three objections offered against the 
Landschaft. These are: 

First. It has a foreign name; that we need not go to foreigners when we 
can think out a plan by ourselves. This objection is, of course, foolish. 

Second. That the conditions governing financial transactions are different in 
Germany from what they are here. This is absurd. We may just as well 
assert that the law of gravitation works differently there than it does here. 

Third. But right here comes another objector who cries: "This proposal is 
nonsensical. It coulcj never be put into practical operation. Take, for instance, 
the required national and State legislation to make it operative; would it be 
possible to coerce each State in the Union to change its laws? " 

In the first placie, if we are to have a bond that will float and be " good '* and 
remain "good," whether on the Landschaft or whether on the mortgage bank 
plan, we may only have it by changes in the law. And, in the second place, 
there is no need to coerce at all. Let Congress pass the law, providing in the 
by-laws of its charters what must or must not be done. Let it offer these 
charters to such States whose laws enable them to comply. The States who 
will desire them will, find ways how to comply. 

I suspect that much of the opposition comes from the camp of the interested 
mortgage credit money lenders. To get at the facts in the case, to leave no 
room for doubt, I would suggest that there be held, under the auspices of the 
Government, a public debate when farmers and financiers, after going over the 
matter, could then bring in their report upon the merits of the case. 

Mr. Smith. There is one thing, Mr. Lubin, that is not clear to me. There 
must be some expense attached to the issuing of these Landschaft bonds and 
to the auditing and liquidation of the same. How are these expenses met? 

Mr. LxjBiN. The expense is quite nominal and is provided by the Landschaft. 

Mr. Smith. I have listened to your statements, Mr. Lubin, with interest, and 
I shall take pleasure in submitting them. 



[Addenda to a hearing before the State Department June 21, 1915.] 
A Practical Eubal Credits System for the United States. 

[Presented to the Secretary of State, Oct. 19, 1915, by Mr. David Lubin, delegate of the 
United States, International Institute of Agriculture, Rome.] 

Mr. David LuMn to the Secretary of State, 

New York, N. Y., October 19, 1915. 
Sir: On June. 21, 1915, there was a hearing before the State Department on 
" a practical rural credits system for the United States." 

I inclose herewith an additional statement on this subject, and respectfully 
request that it be received as an addenda to the hearing above indicated. 
I have, etc., 

David Lubin, 
Delegate of the United States, International Institute of Agriculture, 
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coopebative rubal credits for farmers. 

By Farmers. 

the landschaft system. 

In a letter to Senator Fletcher, commenting on the rural-credits situation, 
Mr. James Anderson, master of Portage Grange, Curtice, Mich., has this to say 
on the Landschaf t bonds : 

** It occurs to me that it will be hard to sell these bonds on the open market 
for the reason that money lenders would hesitate to buy them because they 
would not draw interest enough (3, 3^, 4 per cent). They could invest their 
money in other securities that would bring them more profit." 

As a rule, a statement may either be right or it may be wrong, but In this 
instance Mr. Anderson seems to be partly right and partly wrong at the same 
time. He is right so far as the money lenders, the savings banks, are con- 
cerned. These pay their depositors 3, 3i, or 4 i)er cent and make their profits 
by lending these deposits out at higher rates, largely to farmers on mortgages. 
Such money lenders, savings banks, could not afford to buy bonds at the same 
interest as they pay their depositors. They could, therefore, have no use for 
the Landschaft bonds. To this extent Mr. Anderson is right. 

But if Mr. Anderson intends to convey the idea that " it will be hard to sell 
these bonds on the open market," he Is decidedly wrong, as will be seen from 
the following. If the security behind the proposed Landschaft bonds would 
render them as safe in the United States as they are in Germany, there would 
then be no more difficulty in selling them here on the open market, and on long 
time, than there is in Germany. 

Let us see if this can be made plain. Usually when " money lenders " are 
spoken of we are under the impression that they consist of wealthy capitalists 
or savings banks. But there is another kind of money lender that we now 
wish to bring to view; money lenders who are so modest in their financial 
bearing that we hardly realize that they are money lenders at all. In reality 
and in the aggregate, however, they hole? a primary position among lenders, for 
they are the money lenders to the savings banks. 

WHO ARE THE REAL MONEY LENDERS? 

Who, then, are these money lenders? Well, for instance, here is Mr. Johnson, 
the blacksmith; he has, say, $830; over there is Miss Brown, the servant girl, 
with $150; yonder is Miss Jones, the school-teacher, she has $85; then comes 
Mr. Thompson, the carpenter, he has $210; and then we have Mrs. Smith, the 
widow, with her $1,500. What are these people to do with their money? Are 
they to leave it home in the trunk, or hide it in a stocking? That would be 
dangerous, for it might be stolen. Are they to invest it in the open market? 
That would be too risky. Thus it follows that the logic of the situation drives 
them to the savings banks, and compels the acceptance of the rate of interest 
tendered them. These people in depositing are thus lending their money to the 
savings banks and are therefore money lenders. Now a few of these depositors 
may be insignificant factors in a bank's capital, but supposing these few are 
multiplied up to several thousands? In that event they are no longer insignifi- 
cant ; they have become important. 

Now, then, assuming that we have Landschaft bonds of, say, $10, $20, $50, and 
$100 denominations, at the same rate of interest that the banks pay ; that these 
bonds are as safe as United States Government bonds ; that we give the people 
the choice of either lending their money to the banks or investing it in these 
Landschaft bonds; which of these two, then, would they prefer? Clearly these 
bonds. Why? Because savings banks sometimes fail, but a bond equal to a 
United States Government bond could not fail. 

Now, then, if it can be shown that a long-time Landschaft bond can be made 
as safe as a United States Government bond, it would show that Mr. Anderson 
was mistaken when he said " such bonds would not sell in the open market." 

It is now in order to show how long-time Landschaft bonds can be made as 
safe as United States Government bonds. 

This is indisputably shown by the fact that 50 and 75 year Landschaft bonds 
have held their own with Government bonds in Germany during the past 152 
years and are holding their own to-day. In fact they are more than holding 
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their owfi, for, according to the testimony of Prof. Brodnitz, of the Halle Uni- 
versity, these Landschaft bonds are even now holding their own in Germany in 
the face of the great war going on. 
Why is this the case? For several reasons: 

THE BOND, ITS SECUBITY. 

First. Because a Landschaft bond, say, for $100 has behind it the security of 
the entire Landschaft ; of property that may be worth $5,000,000 or more. 

Second. The title of the borrower's land must be unquestioned, as unques- 
tioned as a United States land warrant would be. 

Third. The borrower, in signing his mortgage and receiving the bond, has 
given the Landschaft directory the power of a judgment in the event of a fore- 
closure. 

Fourth. There are three several appraisements in whicll the quality of the 
land, its character and incidence, its mode of cultivation, and its earning power 
are minutely entered into. 

Fifth. The borrower cedes to the Landschaft directory the right of maintain- 
ing the same status of its cultivation throughout the life of the bond. 

Sixth. The loan by the Landschaft is always made upon the average earning 
power of the land, never upon its speculative value. 

Is it not, therefore, abviously clear that a bond on this basis, of that kind, 
would be as safe as a Government bond? 

" Well," says the objector, " all this may be good enough in Germany, but it 
could never be expected to work here." 

Why not, pray? 

"Because the statements from one to six show that it would be unconstitu- 
tional; because Farmer Thompson would not care to lump his property with 
Farmers Johnson, Brown, and Smith or be responsible for them; because it 
would be contrary to our legal procedure by depriving the individual of his 
rights in the courts; because it would be tyrannical and undemocratic, conse- 
quently opposed to the traditions and mode of procedure of the American 
people." 

But are these objections conclusive? 

By no means, as will be seen when we take up the statements seriatim. So 
let us begin with the first and see whether "Farmer Thompson would be re- 
sponsible for Farmers Johnson, Brown, and Smith." 

How, may we ask, is it in the case of a bond of, say, the Pennsylvania Rail- 
road Co. ? Is one bond issued upon the security of one of its sheds, another upon 
a freight car, and still another upon a fence? Are not its bonds upon all the 
company's property? 

We must not forget that under the Landschaft all the loans are made on half 
the value of the property, and this value is arrived at from the average earning 
XKJwer of the same ; there is, therefore, margin enough in each member's equity 
to cover the responsibility and solvency of each separately. It will thus be seen 
that farmer Thompson need never be held to cover any deficiency that may occur 
on the property of Farmers Johnson, or Brown, or Smith. 

BONDS with: " ITS." 

To issue long-time bonds on each piece of property separately would, of 
course, jeopardize their sales, whether singly or collectively. The injury would 
be caused by the many " ifs " that such a method would bring forth, all of 
which would nullify the purpose of the Landschaft. Such issuance would render 
these bonds speculative in character, therefore of no determinate value or 
stability in the open market. Such bonds could by no means be classed as on a 
par with Government bonds. 

Now, for the second statement, the question of title. We can all understand 
that there is nothing to-day to prevent savings banks in any State from lend- 
ing money on individual 'farm mortgages. But how would the matter stand If 
such savings banks were to issue long-time bonds on these mortgages and, under 
the prestige of United States law, under the quasi sanction of the Government, 
sell thousands of these bonds of one State to people living in the various States 
of the Union? What would then happen? Who, for instance, would do the 
adjudicating in any questions of law or equity that such bonds might give rise 
to? Who would adjudicate between A (the farmer) and B (the savings bank), 
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both In the same State, and C (the bondholder) In any of the other States? 
Where and how would the adjudicating be done? 

Say a bond were offered on the mortgage of a certain farm in the State of 
Virginia, would the prospective buyer of the bond, for instance, In Oregon or 
Vermont, have no " ifs " present themselves to his mind's eye in relation to all 
this, and in relation to the bond's value and stability? There surely would be 
" ifs," pertinent, material, and relevant ones, too. And all or any such " ifs ** 
would render the bond of speculative value, hence far removed from classi- 
fication as on a par with Government bonds. A bond with an " if " in the open 
market can no more be considered as on a par with a Goverment bond than a 
broken-down donkey can be classified as the peer of a blooded horse. 

A TAIL TO THEIK KITE. 

It may be true that under prestige of Government sanction, under quasi 
Government patronage, such bonds would at first find numerous buyers. But 
the more numerous, the greater the ultimate grievances that would be likely to 
fall on the farmer and on the bondholder. Such bonds would quite likely be 
as mischievous as was the paper money issued by State banks before the war. 

No wonder, therefore, that the proposers of such rural-credit measures de- 
mand, as a tail to their kite, that the Government buy or guarantee such bonds, 
all with the end in view of more readily finding the way to open the purses of 
the general public. But there is no danger. The Government is too rational, 
too wide awake to be caught in any such trap. 

" But," says the objector, " how about State bonds, municipal bonds, or county 
road bonds, are they not issued in one State and sold in other States? " 

Yes. But there is a vast difference between the titles and the validity status 
of this class of security and the thousand and one questions affecting the title 
and the exigencies which go to make up the value of a farm, or a part of that 
farm, or that of thousands of other farms. 

" But," continues the objector, " if we were to take up the Landschaft would 
that not necessitate either a constitutional amendment or the adoption of a uni- 
form title law in every State in the Union? " 

Not necessarily. The United States may, under the present Constitution, 
have the right to pass a bill authorizing the Landschaft under national charter, 
and under regulation and direction of the Secretary of the Treasury. The 
Secretary of the Treasury could then submit applications for such charters to 
the Attorney General for his opinion as to whether the applicants could carry 
out the provisions under the law. If there were no legal obstacles in the State 
laws of the applicants, if the provisions as set forth in the chlirter could be 
carried out, the charter would be granted. If such obstacles did exist, however, 
the charter would be refused; refused until the State had altered its laws so 
as to permit compliance with the national law. Any State desiring the Land- 
schaft would, of course, willingly modify its laws to permit it. 

In substance, since, under the Landschaft, there is to be i>ermission given to 
cooperative groups of farmers in one State to issue mortgages to themselves 
and to convert these mortgages into bonds which are to be sold in all the other 
States, and since these bonds are to be mainly bought by working people and by 
widows and orphans, and since the United States is asked to pass the laws 
permitting all this, and since the United States is to act as the umpire between 
the organization of farmer borrowers on the one hand and the people lenders 
on the other, it is therefore rendered an imperative necessity that the United 
States be given the legal power to assume the functions of this umpireship. 

IN TIME OF STRESS. 

And now for the third statement, where the farmer " in signing his mortgage 
and receiving the bond has given the Landschaft the power of a judgment in the 
event of a foreclosure." 

This seems harsh and drastic. But is it? Let us see: In the first place, 
where the borrower, under the charter, allowed any recourse to law, that 
recourse would operate prejudicially on the bond. The bond would then no 
longer be without any ** ifs " ; on the contrary, it would be subject to many ** ifs," 
and, as has been shown, a bond with an " If " has a speculative value, hence 
would no longer be as secure as a Government bond, all of which, of course, 
would neutralize the intent of the Landschaft. 
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But let us see whether the case is really as harsh and as drastic as it seems 
to be. In the case of the Landschaft the fanner in time of stress would have 
his fellow members of the Landschaft take up his case and act upon it. While 
they could not vary from the regulations as land down for them by their charter, 
they could, of course, personally subscribe to aid such a farmer in his difficulty. 
This is almost always the way such cases are handled where this system is 
operated in Germany. It is only in very rare instances that foreclosures occur 
under a Landschaft, and even then every dollar realized through public sale 
of the foreclosed property above the amount of the mortgage and unpaid interest 
must be handed over to the borrower. But the same man, however, in the hands 
of the money lender, even with all the recourse to law, in time of stress meets, 
as we see, with but scant courtesy. And, as a rule, there is precious little left 
for anyone after the property has passed through the storm of the law courts. 

It will thus be seen that instead of the Landschaft being " harsh and drastic," 
it is nothing of the kind. It is rather the present system that is harsh and 
drastic. 

"IFS" ARE COSTLY LUXURIES. 

Now let US proceed to statements fourth and fifth, wherein the borrower is to 
give testimony as to facts relating to his land, and where he cedes to the 
Landschaft, during the life of the mortgage, the right of maintaining the same 
status of cultivation as that maintained previous to his becoming a member of 
that organization. These two statements also seem "harsh and drastic." It 
will be found upon analysis, however, that they are no more so than was state- 
ment three, for unless this power were ceded to the Landschat there would be 
left room for many " ifs " in the bond ; and, as fias been said before, the pres- 
ence of an " if " would neutralize the intent of the Landschaft. 

In short, as everyone knows, there is no necessity for anyone to canvass 
around piling up heaps of arguments to show why a $20 Treasury note is worth 
$20. No one needs to be convinced of that fact, not even the illiterate of the 
immigrant. The same reasoning will apply to a bond. If it is a Government 
bond, there is no necessity to argue the case, for everyone knows its value. 
The very same thing applies to a land-mortgage bond. Whenever the people 
would have faith that a given long-time mortgage bond is as safe as a Govern- 
ment, bond, there would be no trouble in disposing of it in the open market as 
readily as a Government bond. The Landschaft would thus enable the farmer 
to borrow money in the open market from the public at the same rate, or for 
less than the savings banks now pay to their depositors. Or, in other words, 
the farmers would then get their money on long time at 3, 3^, or 4 per cent. 

And right here it will be in order to take up the statement of Congressman 
Moss in his address before the Farmers' National Congress at Omaha. Con- 
gressman Moss is reported as saying: 

" I can see no objection to giving the Landschaft a trial by any State in the 
United States. I will even go so far as to express the wish that this may be 
done ♦ ♦ ♦. It is perhaps the best form of organization of mortgage credit 
under a pure cooperative plan. I do not believe that it can be authorized as a 
national institution. I do not understand either Mr. Lubin or Mr. Herrick to 
indorse and recommend it in that sense." 

I would respectfully suggest to Congressman Moss that he go over my state- 
ments on the Landschaft (which I believe he will find on file at the State De- 
partment and at the Department of Agriculture), and he will see that I not 
alone did not " indorse and recommend " this system as " State " institution, 
but, on the contrary, that I always opposed it as such. I opi)osed it because it 
could not be made to work as a State institution. 

UNQUESTIONED SECURITY. 

Why not? Because no sensible buyers of bonds in, say, State X would care 
to invest in long-time bonds on farm mortgages in, say. State B under the lim- 
itations of State B's laws. Such bonds would have a speculative value, and 
the moment they became speculative they would cease to bring a price above 
par, at par, or even anywhere near par. Long-time bonds on farm-loan mort- 
gages with fixed low rates of interest may only maintain their value in the 
open market whenever their security is unquestioned. 

But is not farm land unquestioned security? 



BUBAL OBBDITS. 167 

Under present conditions, no, by no means, as may be seen from tlie follow- 
ing : First of all, there are the thousand and one perplexing and technical ques- 
tions affecting the titles ; there are the intricacies and variations of the State laws 
in each of the States — their interpretations, decisions, and their precedents. 
Then come the questions of local appraisement and questions of the standing of 
the appraisers, their methods, and motives. Last, but by no means least in 
importance, come the questions of the probable decisions of the courts in, say. 
State B between the proposed farmer borrowers in State B and the bondholders 
In States X, Y, or Z. • 

Furthermore, Congressman Moss admits that the- Landschaft is " the best 
form of organization of mortgage credit under a pure cooperative plan." I 
think that the facts in the case will warrant an amendment to this statement. 
In fact, not merely an amendment, but a substitution, as follows : " The Land- 
schaft is the only form of organization of mortgage credit under a pure coopera- 
tive plan." Before proceeding further, I deem it in order to take up the words 
"rural credits." What do these words mean? They simply mean lending and 
borrowing money on farm mortgages ; and since there is lending and borrowing 
of money on farm mortgages to-day, we, therefore, have rural credits at the 
present time; in fact, have had it right along. We thus see that the question 
before us is not one of merely "rural credits" without qualifications, but a 
question of " rural credits " with qualifications. 

A DECIDED DIFFERENCE. 

Now, at the present time we have rural credits as follows: Unorganized 
farmers borrow money on mortgages from organized money lenders, the banks. 
The banks obtain the money from the people at from 3 to 4 per cent, in the form 
of deposits, and lend It out to the farmers at the highest rate of Interest that It 
is possible to obtain from them. That Is the present system, and the same would 
be the case with any and all of the " rural credits " measures for banks that have 
so frr been introduced in Congress. The same would be the case whether the 
Government purchased bonds, whether the Government guaranteed the bonds, 
or, in short, under any plan so long as the system meant "the bank." That 
the interest under such banks would be low at the start would be no criterion 
as to what It would be as time went along. We all know that profit-earning 
banks are not benevolent Institutions, and that they sometimes learn to collect 
" all that the trafllc will bear." 

But how would the case be If we were to have the Landschaft? 

There would then be a decided difference; there would then be unions or 
groups of farmers, Landschaften. These farmer groups, under charter of the 
national laws and under guidance and direction of the Secretary of the Treas- 
ury, would accept the mortgages on the farms of their own members ; its board 
of directors would convert these mortgages into Landschaft bonds. Its bonds 
would then be bought by the people, the very same people who now deposit with 
the money lenders. 

These Landschaft bonds would, under national law, under guidance and con- 
trol of the Secretary of the Treasury, afford such security that the people who 
now deposit their money in savings banks at from 3 to 4 per cent would be 
very willing to buy these bonds at the same rate of interest. The farmers would 
thus, as groups of organized borrowers, be rendered Independent of the banks. 
This Is the story and the whole story. 

IT IS HIGH TIME. 

It Is high time for the farmers of this country to master this story thoroughly, 
as talk of any other kind of cooperative land-mortgage credit is sheer nonsense. 
The cooperative is the Landschaft, so far as farm mortgage credit Is concerned. 
As soon as the American farmers will understand this they will know what to 
ask for from Congress, and they will be likely to get what they ask for. If they 
do not understand It, they will be likely to reach out their hands for somethng 
else, something that they really do not want and something that they should 
not have; in fact, something that Is dangerous. Some are screaming in the 
direction of anarchistic and socialistic demands for Government money and 
Government guarantee, and on what? On lands that have crazy titles ; on lands 
that the keenest experts in the country are required to determine on hair-splitting 
points ; on lands that can be inflated in artificial value ad Infinitum ; on lands 
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where the titles are so various, abstract, abstruse; on lands that support a 
larger number of lawyers on questions of what the law is and what the law 
Isn't perhaps double or treble in strength of numbers to all of our standing 
Army, and yet the Government is to hand out the public money for bonds on 
mortgages on this legal mess. And in all this cry of Government purchase of 
bonds or guaranteeing of the same was there an equal cry for the unification 
throughout the United States of the laws on land titles? 

Now, the Landschaft is the first rational step in that direction, for you can't 
have a Landschaft on muddley titles; the titles mu^t be made clean and 
healthy, as they are in Germany, and that will be a great step toward lightening 
the abominable load upon the shoulders of American agriculture, as frightfully 
uncomfortable and uncanny to pack around as was the pack on Christian's back 
In the Pilgrims' Progress. So let us have a beginning, let us have the Landschaft. 

But in Germany, where the Landschaft is in operation, are there not also 
mortgage banks? 

Yes ; both are there, side by side, as it were. And both are needed side by 
side. Why? Because under the Landschaft loans may only be made on a 
valuation of the earning i)ower of the land, not upon its speculative value. Now 
it sometimes happens that certain lands, especially those near growing cities, 
are held at much higher rates than their earning power. Where the regulations 
of the Landschaft could only permit the acceptance of a mortgage of say $25 
an acre on the productive value of the land, the bank may be willing to lend 
double or treble or more per acre on its speculative value. This is the reason 
why there is room for banks alongside the Landschaft. 

AN O^^BFLOW. 

These banks in Germany serve, as it were, as an overflow for the business 
which the Landschaft will not take. But banks of this kind should not be 
permitted to convert their mortgages into bonds to be sold on the open market. 
Such bonds, as has before been shown, would be dangerous for the farmers and 
for the buyers of the bonds. Such banks should merely do their money lending 
on mortgages as they do it now, with this difference: To-day such banks have 
no competitors, but with the Landschaft in operation there would be effective 
competition — the Landschaft would be the competitor. 

From all the foregoing It will be seen that there is but one practicable mode 
of cooperative mortgage credit, and that mode is the Landschaft. 

Before dismissing the subject, however, there is still one phase which has 
not yet been discussed. Assuming that the questions of title under the Land- 
schaft would be set right, would this in itself be sufficient to convert the mortgage 
into a gilt-edged bond? Where is the appraisement? How do we know that 
tills and the other duties of the Landschaft will be performed properly? The 
answer is the following: First of all, there should be followed here about the 
same routine that Is followed in Germany. Secondly, the' proposed modifica- 
tion, giving the national supervision to the Secretary of the Treasury, with a 
national commission of, say, five under him, with office room In Washington, 
in which win be depositories for the mortgages of the various Landschafts, the 
blank bonds to be partly filled out by this national commission and sent to the 
liandschafts In return for their mortgages, all of which will key up and check 
the routine. 

PUBLIC HEABINGS. 

As to the appraisements, after the regular appraising values have been gone 
through with they are to be listed and copies hung up In the front of public 
buildings, the courthouse, post ofllce, etc., with a printed notice underneath 
to the effect that public hearings on the appraisements will be held at the county 
courthouse at a stated time and the public are Invited to attend. At these 
hearings It can be expected that the attorney for the widows' and orphans' 
funds, the agents of the life Insurance companies, and others would give In their 
testimony, giving their version of each and all of the appraisements. 

A report of this hearing is to be sent on to the subtreasury commission, on the 
strength of which they would give the Landschafts their rating or standing, 
the same as Is done by Dun's and by Bradstreet's Mercantile Agencies. A 
rating of "A-A-1 " would probably sell the bonds a number of points above par ; 
If the rating were lower, the bonds would probably be some below par ; if still 
lower, they probably would not sell at all; there would then be something 
*.»«/M^g sgmewhere, either with the Landschaft or the testimony of the witnesses 



BUBAL CBEDITS. 169 

at the hearing. A rehearing would probably set the matter straight for all 
concerned. 

The farmers of America have now an opportunity to get a good, sound, ra- 
tional rural-credit system. They owe it as a duty to themselves, a duty to their 
children, and a duty to the American people to consider this matter seriously 
und thoroughly ; to act as intelligently toward carrying it as If the Landschaf t 
were a banker's or a merchant's proposal with the bankers and merchants 
behind it. Let the American farmers understand that they are now on trial. 

With the President in favor of a sound rural-credit system, with the three 
national political parties pledged on the same line, there seems nothing in the 
way. So there is nothing else for the farmer to do but to "right about face " 
and go to work. 

Mr. LuBiN. In considering rural credits, there are two points that 
come uppermost in my mind. One is, what effect a given rural- 
credit system would have upon the economic condition of the farmers ; 
and the other is, what effect it would have upon an equally important 
section of the people of the United States that are not farmers. I 
refer to the economic condition of the widows and orphans. 

When we speak of the funds of widows and orphans, we are in- 
clined to be under the impression that those concerned are mostly 
poor people, some widows or orphans fund of, say, $50, or, say, a 
couple of hundred dollars are meant, and that the problem stops 
there. It does not at all, as I know from my own experience. It is 
now about a week ago that I received mj will from Sacramento, and 
I intended to go over it for final revision. I read in the will that 
the trustees shall do certain things and sell certain shares, and then 
invest the proceeds in good safe security. 

Then the thought came to my mind^ will they be capable of doing 
that ; are those " safe " securities so easily to be found ? Then I put 
the question to myself, What would I do if I had these funds to 
convert into safe securities? Into securities so that the wife and 
children are taken care of ? And then I came to a dead stop. I knew 
of no safe securities. I knew of trust companies and savings banks 
and of iirst-mortgage investments, and then I remembered that 
making safe investments required technical knowledge; that it is a 
technical business. I remembered what it means to hunt up an honest 
and capable searcher of records ; as to whether he has taken an extra 
drink that morning, what effect that -will have on his " searching,'^ 
and as to whether he has gone over with due care each link in the 
chain of the title. And so, coming back to my trustees, I wondered 
whether they would be able to make a safe investment in mortgages^ 
and I came to the conclusion that it was a question of a great many 
unanswerable " if s." 

Now, those " if s " are here. We can ignore them if we will, but 
they are here just the same. They are not alone here for the poor 
man, for the poor widow and orphan, but for the rich as well. The 
trust company is as solid as a rock to-day, and so is the savings bank, 
but something may come along to-mcrrow and they turn turtle ; and 
what then is a safe investment, an investment that would be as safe 
as a United States Government bond? 

There are such investments. They are Landschaf t bonds. There 
is no theory about them. They are in Germany at the present day. 
They are so secure and so safe that the law of Germany orders the 
investment of widows' and orphans' trust funds to be made in these 
Landschaft bonds. 



170 BUBAL CBBDITS. 

What is the test of their safety ? Well, they have a great war go- 
ing on now. Last year, when I came back to Rome, I wrote to Prof. 
Brodnitz, of the Halle University, asking him, "How about the 
Landschaf t bonds ? " And he replied, saying, " They stand where 
they always stood." The Landschaft bond does not fall. The secur- 
ity behind them makes them " gilt edge," and in time of war even 
superior to Government bonds. 

In the paper I have just handed in to your committee it is shown 
how the Landschaft benefits the farmer. In this presentation it is 
shown how the Landschaft bonds would benefit the economic status 
of the widows and orphans by providing the safest security for the 
investment of their funds. 

Some time in June Senator Fletcher kindly handed me a copy of 
the rural-credit bills that had been introduced in Congress during 
the last session. I think they numbered about 50, and, so far as this 
kind of security is concerned, I have seen no trace of it in any of 
those bills. 

Some time ago I interviewed a number of people, from whom I was 
trying to obtain evidence as to the Landschaft, among them Mr. 
George W. Perkins. I tried to explain the Landschaft to him. 
*' Oh," he said, " is that it? Then there is hardly any necessity to go 
over details; I know what that thing is." He knew what a 
merger is, and the Landschaft is on the lines of a merger. We have 
got them here by the thousands. • They . are generally designated 
"industrials." In Germahy the merging is applied to land, hence the 
Landschaft. And before going further with rural credits it would 
be well to dig into this matter of the Landschaft and go some to the 
bottom of things. Do you not think so ? 

Mortgage-loan banks that formerly were " dead set " against rural 
credits are now in feverish haste for it. But in haste for what? 
It would be well for the American people to study the "ins" and 
*' outs " of rural credits, and first be sure " we are right, and then 

fo ahead," otherwise the farmers may get the shaddow and the 
ankers get the substance. 

Landschaft bonds circulating in Germany are now 420,000,000 
marks in 3 per cent bonds, 2,000,000.000 marks in 3^ per cent bonds, 
and 500,000,000 marks of 4 per cent (about $750,000,000 in all) . They 
have been going on for 152 years. They have never failed ; they can 
not fail. It is the only bond on property perhaps in the world that 
can not fail. These things have been in operation during 152 years 
and are in operation at this moment. 

How is it possible to obtain for the farmer money at the rate of 3, 
3^5 and 4 per cent for 50 or 75 years duration when a house like 
Altman or Wannamaker can not get money at that rate? The best 
of our business men, the houses that are rated by Dun or Bradstreet 
at AAl, may only get money at 5 per cent, but can not get money 
at 3 per cent or 3^ per cent. Yet the farmers of Germany can get 
their money at that rate. The reason is this : In the case of the busi- 
ness houses there is a risk; there is a general average loss; but in the 
case of the Landschaft the risk has been reduced to minimum; in 
fact, experience has shown that there is no risk. That is the reason 
why business men. pay 5 per cent for money while the Landschaft 
can get it at 3 per cent. 
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It is commonly supposed that a Landschaft is only composed of 
big estates, of the so-called "nobles estates." It is true that those 
estates are in the Landschaft, but it is also true that the middle-class 
farmers are in the Landschaft ; and now in the September bulletin of 
the International Institute of Agriculture we find that the very 
small farmers are being taken in the Landschaft with estates as 
small as 3,000 marks value. 

Senator Hollis. Seven hundred and fifty dollars ? 

Mr. LuBiN. Seven hundred and fifty dollars. So we see that the 
Landschaft covers all manner and classes of farmers. 

Then, it should not be overlooked there is a turn to that which can 
be given to the Landschaft, and that is the cash credit plan of Scot- 
land. The Landschaft bond on deposit at a commercial bank would 
afford credit on " open account," thus enabling the farmer to be put 
on a cash basis the year round. Banks anywhere would bid for the 
deposit of these bonds for the privilege of having them as security, 
against which the farmer could borrow money on a running account 
with the privilege of paying interest on the amount and for the time 
used, and with the further privilege of withdrawing his bond, and 
by bringing it back to the Landschaft canceling his mortgage. 

Speaking of cancellation, let me say that a farmer can make a loan 
of 75 years and then by procuring bonds of his Landschaft on the 
open market and tendering them to the Landschaft directory he 
can cancel his mortgage there and then on demand, when he ceases 
to be a member. He can buy the bonds in the open market and cancel 
his indebtedness whenever he wishes to do so. 

Why do the Landschaft bonds sell for 3, 3^, and 4 per cent? Be- 
cause the security behind them is fully as good as a Government 
bond. Yes; even better, for, as we know. Government bonds decline 
during wars or panics, but Landschaft bonds, as we see, hold their 
own. 

You gentlemen are aware — I take it for granted you are — why 
a Landschaft bond can not decline ; how a bond is arrived at ; how 
they make this bond ; how it is created. At the present time mort- 
gage credit to farmers stands on this kind of footing. If the loan is 
made by the bank, the man deposits his mortgage and the bank hands 
him out the money. That is one kind of a proposition. But if the 
bank could convert this mortgage into a bond and sell it in the 
open market, it would be a different kind of a proposition. When 
you permit that bank to cpnvert the mortgage into a bond you have 
then got a new phase of interstate commerce or interstate finance. 
If the bond is sold at all — and I presume at the start the bond would 
sell, especially under the quasi sanction of national law, under the 
prestige of national law the people would be under the impression 
that that is all right — they would say, " We will buy it." But is 
this the end of it all? By no means, for what about the adjudicat- 
ing of the legal questions which may arise? What about the law- 
suits? What can all this lead to? What but disaster to the farmer 
borower and the public that bought the bonds? The Germans, in 
their Landschaft, have been shrewd enough, far-sighted enough to 
forestall all such disaster. In the first place, they do not permit an 
^' if " on the Landschaft bond. They have removed everything in the 
shape of a "but" or an "if" from the bond. If farmers desire to 
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form a Landschaft, they must get a charter from the Government. 
The charter in its fine print will then set forth how that Landschaft 
is to be conducted. 

Assume that two States apply for this charter, the State of Penn- 
grlvania and the State of Iowa, for instance. If there were no law in 
^Pennsylvania that would interfere with the operation of the Land- 
schaft, the charter would be granted, but if there were any laws in 
Iowa that would interfere with the granting of the charter, the char- 
ter would be refused until the impediments would be removed. In 
substance, through this means the titles to the land in the Landschaft 
is to be rendered as clean as a United States land warrant. If there 
is any " if " on the title there can be no Landschaft. That is No. 1. 

No. 2 is this, the farmer desiring the loan, say, $10,000 on a $20,000 
farm. 

Representative Phelan. Value of land and buildings both, or just 
the land? 

Mr. LuBiN. I am not sure whether they take in buildings, but that 
does not matter, as the loan is based on the earning power of the 
land. 

Say the farmer desires a loan. He goes to the board of directors 
and says, " I want to make a loan." He is put under oath. The ques- 
tions are printed. If he would declare falsely he would be guilty of 
perjury. "What is the depth of the soil? Is there any bedrock? 
Are you subject to hail ? " And this is the main question — '' What is 
vour earning power ? What do you produce and what do you apply 
on that land ? " 

If he applies, say, $200 of manure a year, and he cultivates the 
land so and so, all that is taken down just like a photograph. 

Now, he places his mortgage there with the Landschaft board of 
directors. The board of directors, in that event, as they give him the 
bond, have a judgment so far as any adjudicating is concerned. 
There is no " if " permitted on that bond. If this farmer does some- 
thing that is contrary to what he should do under the Landschaft he 
is called to task by the directory. If he refuses to pay his interest 
the directors have the right to foreclose, or have his loan or a portion 
of it called in. If he should, after a year or two, or 5 years, or 20 
years, or 40 years, die or go away, and the property is not taken care 
of, the Landschaft may take care of that property and charge it up 
to this estate, and put on the manure and have it cultivated, etc. 

In substance, under the Landschaft, the German Government acts 
as umpire between the farmer borrower and the public lender. In 
that case, you see, this law, that the bonds should not decline in 
value, must be maintained. In maintaining the integrity of the 
bonds they maintain the system of the Landschaft in its integrity. 

Senator Hollis. You will pardon an interruption. I think it is a 
fact that every member is individually liable for the bonds issued on 
the lands of every other member. That is a fact. 

Mr. LuBiN. A great deal of capital has been made on that. There 
are some few that are not in favor of the Landschaft, mainly those 
that are directly or indirectly interested in the land-mortgage busi- 
ness as it is conducted here in the United States. The fear is un- 
founded. These very men that are in that business will, if the Land- 
itt presently come, have no cause to fear, for there will be other 
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avenues for their capital. And there is a very influential body of 
capitalists beginning to see their way clearly that if the Landschaft 
and the scientific distribution of farm products were to promote the 
economic interest of the farmers that this would tend to enhance and 
stabilize their own values and securities. 

Men like Mr. Vincent Astor, who has, say, great real estate hold- 
ings in New York, hre beginning to see that the integrity and value 
of real estate values in New York or Chicago, for instance, is depend- 
ent upon the prosperity of the farmers in Oregon and Iowa and 
other parts of the United States. 

Mr. Dixon, the vice president of the Pennsylvania road, for in- 
stance, whom I met last Friday at the Philadelphia rural credit 
conference-I think it was a fairly important meeting; there were 
about a thousand people there, mamly bankers — ^Mr. Dixon gave 
me to understand that in his opinion the value of a railroad share or 
bond is dependent upon the earning power of the farmers on each 
side of the road, and those even remote from the road. That is a 
discovery, and it is a good discovery. So that this question should 
not be handled too tenderly or too gingerly, with the fear that it 
would arouse the antagonism of capital of the money interests. If it 
arouse any, it is likely to be of that class of loan sharks mentioned by 
John Skelton Williams, the Comptroller of the Currency. 

The people of Germany have at this time $750,000,000 invested in 
Landschaft bonds. With the Landshaft in the United States on 
as safe a basis as in Germany, there could be three or four times that 
amount absorbed. 

Now, let us return to the question of liability that has just been 
brought up by Senator HoUis. How shall we answer it? If we 
say "no," we would answer it wrong; if we say "yes," it would 
also be wrong. If we care more for the truth than for victory, we 
will see that this question can not be answered by a dogmatic " yes " 
or " no." 

])Iow, the answer to that question — let us first ask what is 
behind that bond ? What is behind this Landschaft bond ? We will 
say that the Landschaft represents $10,000,000 worth of land and 
that, right here, you have $10,000 in $1,000 bonds, or, if you please, 
in $10 bonds, or in $1 bonds; it makes no difference. What is 
behind those $10,000 bonds? Well, if the propertv of the Land 
schaft is $10,000,000, there is $10,000,000 behind them. Well, then, 
Farmer Thompson is thus responsible for Farmer Johnson? Noth 
ing of the kind, because the $10,000 bonds on the land of Johnson is 
but one-half the value of Johnson's land. The bonds are for $10,000, 
but the farm is worth $20,000. And please to remember that the 
value of this land was taken upon its earning basis, not upon its 
speculative value. For instance, there is a piece of land. It is 
remote from the city; it produces onions, cabbages, wheat and 
barley, and live stock; its earning power, according to the Land 
schaft system, entitled that farmer to a loan at the rate of $25 per 
acre. Here is another piece of land that has five or six very big 
factories on it that came there in recent times. This land is begin- 
ning to sell at so much a foot, and this man says, "I want a loan." 
He goes to the Landshaft. " Well, what do you value your land at ? " 
** Two thousand five hundred dollars an acre." The Landshaft says, 
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" We can not take any such valuation. What does your land pro- 
duce?" "Well, I produce some onions and cabbage, etc., prac- 
tically the same as that man over there." "All we can lend you, in 
accordance with the Landshaft rules, is on the earning power of its 
production, or $25 per acre." 

That man does not want the Landshaft. He goes to the bank and 
gets money there. The bank, incidentally, has had its interest rate 
shaped by the competition of the Landshaft; so it has done this 
second farmer some good indirectly. But he has no use for the 
Landshaft ; and for all of such cases as that you want a bank. 

But this bank, for the reasons previously given, should not be 
permitted to convert that mortgage into a bond. Such conversion 
would, in substance, soon revive the condition we had under the 
State money — State paper money. I remember, when a boy, of some 
experiences with such money. You tendered the merchant $5 in, 
say, dollars bills, and you were likely to be told, " This one is 90 
cents, that one is worth 40 cents, the other the bank has just 
' busted,' and the other two are counterfeits." There was your State 
money. The bonds we speak of would soon glide into the same 
category. The conversion of a farm mortgage into a bond to be sold 
in the open market should only be done under the safeguards of a 
Landschaft. 

But why should a farmer be in debt for 50 or 75 years? Why 
should he be in debt at all? Before answering, let us say that the 
word "debt" is inadequate and incorrect when borrowed money is 
employed for purposes of earning profit in business. Here, for 
instance, is a street— Sixth Avenue, New York. Here are merchants 
on this side of the street and merchants on the other side, and both 
are doing about the same volume of business. Supposing that we 
could by some law say, " On this side of the street you people are to 
keep out of debt; you are no longer to borrow money," but "you 
people on the other side of the street may freely borrow all you need 
for discounting and for cash payments." What would happen? 
The merchants on the " other side of the street " would thrive while 
those on " this side " would fail. 

To discount at 5 per cent cash with money at 5 per cent a year is 
not " getting into debt," it is " getting out of debt "^; it is doing busi- 
ness on a " cash basis." Availing of such money is like availing of 
a necessary implement. Such uses render credit a dynamic banking 
factor. Take this kind of credit away from the merchants and they 
would be driven into bankruptcy by the thousands. 

Among all the business men of this country who make no such use 
of money are the farmers. And right here is the difference between 
the farmers of the United States and those of Germany. The German 
farmer can not alone employ money as the American merchant does, 
but he can do better; for, while the American merchant pays 5 per 
cent for the use of money, the German farmer, imder the Landschaft, 
obtains it for 3, 3^, and 4 per cent. 

Thus we see that while the American farmer is compelled to employ 
a static means in his business, the German farmer has at his com- 
mand a dynamic means. 

So as to make clear what is intended to be conveyed, let us employ a 
figure : Let us borrow, for the time being, a " normal," which w^e will 
call 100 ; any figure above 100 we will call above the " normal " and 



BUBAL OBBDITS. 175 

any figure below the 100 as below the "normal." Now, those who 
have no cash to discount with, or those who do business on long time> 
or those who pay high interest rates, do business on the line below 
the " normal," but those who are enabled to employ ready money, to 
pay cash, or to discount, are doing business above the "normal." 
What follows? The first employs an eating machine which is eating 
him up, but the second employs a money-earning machine that works 
for him day and night. Please to remember that money breeds money 
if you give it a chance, but high interest or long-time business is a 
cannibal and a vampire. So as to leave no misunderstanding, let us 
take this case as an example: A merchant having an open account 
goes to the bank and says, "Mr. Cashier, I want a dollar." "All 
right, here is your dollar." What do I pay for it ? Five cents a year. 
I receive that dollar at, say, 10 o'clock in the morning and I use it 
in discounting a bill for hats, which I bought for cash. Say the hats 
cost $1 each and that I discount the bill at 5 per cent off for cash. I 
sell the hat shortly after 10 and reinvest the dollar for another hat. 
Up to half past 2 I have sold, say, 20 of these same hats. I then go 
to the bank and say, " Here, Mr. Banker, I don't need your dollar any 
more. In discounting 20 hats at 5 cents each for cash your dollar 
has earned me a dollar to-day in banking income in addition to 
merchant's profits." Now, what do I pay the banker for the loan of 
that dollar ? I pay him one three-hundred-and-sixty-fif th part of a 
nickel for the use of it for one day, one day being one three-hundred- 
and-sixty-fifth part of a year. Now, then, do you see the game ? To 
recapitulate, let us place a nickel before our eyes and a dollar along- 
side of it; let us split up the nickel into 365 parts. Through my 
ability to get ready money I have employed a one three-hundred-and- 
sixty-fifth part of a nickel, and that has earned a whole dollar. But 
this is by no means the end of the earning. The dollar that I have 
earned to-day by banking, mind you, is to do me a similar service to- 
morrow that it has done to-day. And so the next day and the day 
after. And that dollar will continue to earn money by compounding 
and compounding itself. This is what I meant by working above the 
normal line. Now, the same holds good of the downward movement— 
of the movement below the normal line. " Long-time " business or 
high interest rates will cut and work the other way and compound and 
compound itself downward. 

And now to return again to the question of responsibility under the 
Landschaft. Is Farmer Johnson responsible for Farmer Thomp- 
son's debt ? It would seem so, because the bond is not made out on any 
particular farm of the Landschaft. It is made out on the entire Lana- 
schaft just the same as a bond of the Pennsylvania Railroad Co., for 
instance, is made out on all the property of the railroad company. 
How could it be otherwise? Supposing the railroad company was to 
make out a bond on a freight car, another bond on a freight shed, 
and another bond on one of its fences, would not that be foolish? 
And so would it be equally foolish to place hundreds of thousands of 
bonds on hundreds of thousands of farms on the market. And now to 
repeat, " Is Farmer Johnson to be called upon to pay Farmer Thomp- 
son's debt? " And the answer is "No," for the Landschaft only al- 
lowed Thompson a loan on half the value of his property, ana the 
value was based on the earning power of the farm. 
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Senator Smith. Let me see if I understand you. There is a common 
liability of all the parties in the organization. 

Mr. LuBiN. There is supposed to be. 

Senator Smfth. But in fact the piece of property that is primarily 
security for the land is worth considerably more ? 

Mr. LuBiN. Absolutely ; or you can not get it. 

Senator Smith. They can at any time convert that into assets and 
pay the debts? 

Mr. LuBiN. Absolutely ; for the loan is only upon the earning value 
of that land. When that land begins to cease to earn that money ; 
immediately that the farmer does not put on manure or does not raise 
things, or goes out of his usual mode of farming and goes into some- 
thing else, into an inferior mode, that loan is called in by the board 
of directors. They have got to in self-defense, so as to maintain the 
standing of the LandschaFt. Suppose a man refused to pay his inter- 
est? They do not go to law. They go to the ]udge and say " Record 
the judgment in the book," and the judge has no recourse. 

Representative Phelan. How often is that done, Mr. Lubin? 

Mr. LuBiN. It is done so seldom it is hardly ever heard of, and this 
fact is clearly stated by the German Landsdiaft experts in the Sen- 
ate Document 214, the report of the American commission. 

It states there that whenever they find that they are dealing with a 
shirker, a scoundrel, they foreclose him, and out he goes, but when a 
man is an honest man and meets with some misfortune, his fellow 
members of the Landschaf t help him out by a private loan. In short, 
no ffood man has ever been foreclosed in a Landschaft. 

Chairman Moss. The committee has arranged to adjourn at 1 
o'clock. How long will it take you to conclude your presentation to 
the committee, Mr. Lubin? 

Mr. LuBiN. It is more important for the United States than it is 
for me. This is a real serious proposition. The committee can hear 
me if it sees fit. 

Senator Smith. How much time can you use? 

Mr. LuBiN. It depends on how much time you gentlemen want to 
give me. I am done already. But if you want further information 
on this subject, on a subject that I have given years of study in the 
field, I will be pleased to be at your service. 

Senator Smith. I take it for granted that we want you, and want 
you to give all the information you can. How much time would you 
use? 

Mr. Lubin. I think the least time would be consumed if there were 
no questions and no comments, and that, of course, I will leave to you. 

Chairman Moss. I have no other interest than to ascertain how long 
we will sit. 

Senator Smith. We just want to arrange our meeting to hear you. 
I do not understand that the chairman meant that he wanted to cut 
you off at all. We wanted to hear you. 

Chairman Moss. I feel that Senator HoUis should determine how 
fully he would care to have Mr. Lubin go into this subject, as it is 
clearly not within the jurisdiction of the subcommittee now sitting. 

Senator Hollis. I have discussed this with Mr. Lubin. I have 
discussed it with him and know his ideas. The members of the com- 
mittee have studied the Landschaft, and they are familiar with its 
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principles. The only question we had if it was applicable to this 
country. We feel that we can not, under the laws of the different 
States, change in time to avail anything now. Some one else may be 
able to, but we do not feel that we can. 

Mr. LuBiN. If that is intended as my answer, I dissent with a 
decided "No," and awfully big "No." If it is intended as your 
answer, we will leave it just as it is. 

Chairman Moss. There are one or two specific questions I should 
like to ask Mr. Lubin, if it would not disconcert him, but I do not 
wish to interfere with the regular course of his argument. 

Mr. Lubin. I am at your service to command, morning, noon, and 
night. I am here for that purpose. The State Department has ex- 
tended my vacation for the very purpose of being here to submit 
what I have got to say. 

Eepresentative Lever. I suggest that the committee take a recess 
until 2.30 o'clock p. m. 

(Whereupon at 1.06 o'clock p. m. the committee took a recess until 
2.30 o'clock p. m.) 

AFTER RECESS. 

The committee reassembled, pursuant to the taking of a recess, at 
2.30 o'clock p. m. 

Chairman Moss. The committee will come to order, and Mr. Lubin 
may continue his statement. 

Mr. Lubin. It was suggested, Mr. Chairman, that I be asked some 
questions. 

Chairman Moss. Senator HoUis, have you any questions that you 
desire to ask Mr. Lubin ? 

Senator Hollis. I do not think so. 

Eepresentative Lever. I would like to ask one question. I think 
I understood you this morning to say that the Landschaft was de- 
pendent largely upon the integrity of its bond, and that at the same 
time, in the history of its development, that integrity had been 
insured or guaranteed by the Government. Did I understand you? 

Mr. Lubin. No. There has been no Government guarantee what- 
ever. There has not been and there is not any Government guarantee. 

Eepresentative Lever. None whatever? 

Mr. Lubin. None. 

Eepresentative Lever. At any time in the development of the 
system. 

Mr. Lubin. No. None at any time. 

Eepresentative Lever. I misunderstood you, then. 

Eepresentative Hawley. I have only one question to ask, and that 
is, what Mr. Lubin might have to suggest on the line of personal 
credit. 

Chairman Moss. That will come later. Senator Brady, have you 
any questions to ask Mr. Lubin. 

Senator Brady. Yes. The Landschaft banks have been organized 
in Germany, as I understand you, for about 152 years. 

Mr. Lubin. Yes. 

Mr. Brady. And at the commencement you made the statement 
that it embraced only the large landowners. 

Mr. Lubin. Yes. 

45712—16 12 
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Senator Brady. Can you tell the committee about how long the 
period was in which none but the large landowners were interested ? 

Mr. LuBiN. I can not tell the exact time. You will find that in the 
report of the American commission. As near as I can tell now, by 
guessing at it, I would say that for about one-third of the time there 
were large landowners only and then they took in the medium-sized 
owners, and now it is being opened for the very smallest. 

Senator Brady. My thought in asking the question was to discover 
about how long it took them, in Germany, to change their viewpoint 
and take in the smallest landowners. When did they commence to 
take in the smallest landowners, of, say, $750? About how many 
years ago? 

Mr. LuBiN. That is of comparatively recent growth. The develop- 
ment, while slow, adhered strictly along the line of safety — of the 
integrity of the bond as it is to-day. 

Chairman Moss. Is it not a fact that the Landschaft did not take 
care of even the comparatively small landowners until after joint- 
stock banks and mortgage banks had been organized and in opera- 
tion in Germany? 

Mr. LuBiN. Well, I do not know whether joint-stock banks were in 
operation 152 years ago or not. They may have been. The Bank 
of England is presumably one. I think stock companies were known 
from remote times. I hardly think that these development of the 
Landschaft came about as any result of the growth of joint-stock 
banks. 

Senator Brady. That comes from the fact that you have given this 
matter such a great amount of study. We are all convinced, or at 
least I am, that if this system could be put into operation in this 
country it would be very beneficial, and I am heartily in favor of 
some system that will bring cheaper money to the farmer. 

Mr. LuBiN. Of course, this cooperative or corporative borrowing 
developed practically the same in Germany as it has in the United 
States, but with this difference : In the United States farming lands 
do not figure in its " industrials," or open-market securities, but in 
Germany they do. 

Senator Brady. How long, in your judgment, would it take the 
United States to develop a system oi Landschaft similar to the 
German system? 

Mr. LuBiN. I think that if it were done as securely as in Germany 
the bonds would be oversubscribed and oversubscribed. There would 
be no trouble whatever to sell the bonds. They would be bought and 
oversubscribed. 

Senator Hollis. Is there any stock in the Landschaft ? 

Mr. LuBiN. No. It is the bonds themselves I referred to. I meant 
the sale of the bonds. There is no stock. 

Senator Brady. Of what denominations are the bonds in the 
Landschaft ? 

Mr. LuBiN. Well, the denomination is only a matter of convenience. 
You can make it a denomination of a dollar or a denomination of a 
thousand dollars. 

Senator Brady. It is permissible to make the denominations from 
$1 to $1,000? 

Mr. LuBiN. Yes. 
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Senator Holus. The bond is always of the face value of the 
mortgage loan of the land? 

Mr. LuBiN. The total value of the issue ; yes. 

Senator Hollis. They can be subdivided? 

Mr. LuBiN. Yes, certainly; because the bonds are mostly in the 
hands of the people — the carpenters, shoemakers, and poor people. 
They are also largely taken up by the widows' and orphans^ trust 
funds. The professional money lenders, however, have no use for 
these bonds. They can not aflford to buy bonds at as low a rate of 
interest as they are obliged to pay to their depositors. They, and 
they alone, are opposed to the Landschaf t. * 

Senator Brady. Are the bonds taxable? 

Mr. LuBiN. I am not sure whether they are taxable or not. I am 
inclined to think no. 

Chairman Moss. They are taxable on their income values, if you 
will permit jne to answer. The interest paid to the holders is an 
income, and it is taxable under the income-tax law. 

Senator Smith. The principal of the bond is not subject to tax? 

Chairman Moss. Is not the great bulk of taxes in the German 
Empire raised on income and not by property tax ? 

Mr. LuBiN. As for taxes in a European country, that may be an 
interesting question, but I have given it but little of my time. I 
presume that they are so zealous for taxing in Europe that I wonder 
they do not tax the air they breathe. However, they have a line of 
demarcation ; the farmers of Germany are treated all right, and this 
" all right " has, as we see, made the German nation the power that 
it is. 

Senator Brady. Do these bonds all bear similar interest? 

Mr. Ltjbin. They are at a fixed rate of interest, at the option of 
the farmer. There are three series of the Landschaf t bonds — one at 
3, another at 3^, and a 4 per cent issue. 

Senator Brady. I understood you to say these bonds were sold on 
the open market? 

Mr. LuBiN. Yes. 

Senator Brady. Are they always sold at par, or does the price 
vary? 

Mr. LuBiN. The price varies. You will see in the Vossische 
Zeitung and in the other papers the daily quotations of the Govern- 
ment bonds in one column of 3, 3|, and 4 per cent, and alongside 
of these are the quotations of the Landschaft bonds of 3, 3J, and 4 
per cent. 

Senator Hollis. The Landschaft bonds usually bring less than 
par, do they not? 

Mr. LuBiN. Yes; somewhat lower; but at times they may go above 
par. 

Senator Hollis. Yes. 

Mr. LuBiN. So far as interest is concerned they can not bring any 
more than 3, 3^, and 4 per cent, respectively. The rate is printed on 
the bond and can not exceed it. 

Senator Hollis. That is, the farmer who wants to borrow goes 
to the institution, leaves them his mortgage, and takes the same face 
value in a bond or bonds and sells them, and he has to sell them, as a 
rule, at less than par ? 
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Mr. Lumx. He sells them at the market value whenever he is dis- 
posed to sell them. 

Bepresentative Hawlet. How mnch usually off par do they sell ? 

Senator Hoixis. I do not know, usually, but I have carried in mind 
92 or 93. 

Bepresentative Hawlet. Of what series, 3, 3J, or 4 per cent ? 

Senator Hollts. That varies with the series. 

Mr. LuBix. The 4 per cent would, of course, bring higher than 
the 3, but it depends on the Landschaft, too. 

Senator Brady. The German farmer does not get the money at 3, 
8^, and 4 per cent ? 

Mr. LuBiN. Yes; he does. 

Senator Brady. Who stands the discount. You said the bond 
would be discounted? 

Mr. Lumx. You mean as to whether the bond brings par value? 

Senator Brady. Yes. 

Mr. LuBiN. The bond is in the open market. You can not guar- 
antee whether the bond shall be above or below. It depends on the 
standing of that particular Landschaft. 

Representative Lever. Suppose it is below? Who stands the 
difference ? 

Mr. LuBiN, The farmer. 

Representative Lever. Senator Brady is trying to bring out the 
fact that the farmer does not get his money at 3, 3J, and 4 per cent. 

Mr. LuBiN. He does get it, absolutely so, for this reason, that the 
bonds vary but very little. They are bought mainly for long-time 
investment. When a man wants to buy those bonds, if he sold them 
for 92^ he would probably buy them for 92f . 

Senator Brady. If he does not buy them, he has to pay par value, ^ 

Mr. LuBiN. If he sells at 95, he is quite likely to be able to buy at * 
95, for these bonds have little if any speculative value. They are 
bought for the sake of the assured income and because of their high 
security value. 

Senator Hollis. The farmer has the option of going into the mar- 
ket when he wants to buy, and buying the Landschaft bonds for 
whatever price he has to pay and turning th^em in to satisfy his debt. 
If he turns in a $1,000 bond that he has bought at 92, if his mortgage 
was $1,000, he gets his whole thousand paid up. That is part of the 
system. 

Senator Smith. He has to buy a bond of the same Landschaft he 
sold the bond to ? 

Mr. LuBiN. No. He sells them in the open market. 

Senator Smith. But he has to buy a bond of the same Landschaft? 

Mr. LuBiN. Yes: vou are right. 

Senator Smith. If he has a 4 per cent bond, he must turn in a 4 
per cent bond. He must turn in a bond of the same class and 
of the same Landschaft? 

Mr. LxTBiN. I do not think so. I am sure he has to turn it in to 
the same Landschaft, but I am not quite sure whether it must be 
of the same interest-bearing denomination. 

Senator Smith. Would it not h'we to be of the same rate of 
itnerest to keep the business of the Landschaft uniform? 

Mr. LuBiN. They have a by-law whereby they equate that. 
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Senator Smith. About what is the average size of the Landschaft? 
How much territory, how many square miles or acres? 

Mr. LuBiN. Eotighly speaking, more like a congressional district. 
It is not a little local matter, like a few neighbors. It may be over 
quite a large area, because there is a large number of people in that 
area that may have no use for the Landschaft at all. 

Senator Smith. They have not but one Landschaft in that area, 
one organization in the territory? 

Mr. LuBiN. Yes. 

Senator Hollis. My impression is that in Saxony there are only 
two or three, but their operations are all over the Province or State, 
or whatever you choose to call it. I think that is the fact; there 
are not very many. I think their field of operation covers an entire 
Province. They are not very large concerns and there are not many 
of them. For instance, my impression would be in all of Prussia 
there probably are not over half a dozen. 

Senator Smith. Do they do business all over Prussia? 

Senator Hollis. No. 

Senator Smith. You said Prussia. 

Senator Hollis. I do not remember what Prussia includes. 

Mr. LuBiN. They are extending them throughout different Prov- 
inces. 

Senator Hollis. I think it includes Saxony and I do not remember 
what other. 

Chairman Moss. The Landschaften can be regarded as purely pro- 
vincial ; they are confined in area to Provinces. If you were to take 
Germany as a nation, then you would have to consider our States, and 
subdivisions of our States, to have anything in the way of comparing 
the area. It is not national, but provincial. 

Senator Smith. Does one Landschaft apply to all of a certain 
area, or do they do business in each of the same areas? 

Chairman Moss. Any farmer owning land within a Province may 
apply to the Landschaft for a loan. 

Senator Smith. Then one Landschaft can only apply to one area 
of territory. The two would not apply to the same territory. 

Chairman Moss. No, sir. 

Senator Smith. What land in that territory is subjected to the 
lien of the bond issued by the Landschaft ? 

Chairman Moss. I would rather Mr. Lubin would answer the 
question. 

Mr. Lubin. What is the question? 

Senator Smith. What is subject to the lien? What lien is given to 
secure the bond issued by the Landschaft ? 

Mr. Lubin. The directory of the Landschaft is responsible for 
the payment of the interest and practically aixy unpaid part of the 
principal. 

Senator Smith. And it simply holds the mortgage on the farmer's 
property as collateral security? 

Mr. Lubin. Yes. 

Senator Smith. And the Landschaft meets the interest on the 

bond? 

Mr. Lubin. Yes. 

Senator Smith. And if the farmer fails to pay, it forecloses on his 
individual lien? 
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Mr. LuBiN. Well, it forecloses, not in the sense in which we say 
foreclose. 

Senator Smith. You have exj)lained that, but in the sense that you 
did explain that, it forecloses — it really takes the property? 

Mr. LuBiN. Yes. It is a foregone conclusion. They have judg- 
ment and they can foreclose if they want to. 

Senator Smith. You explained that before. Then the Landschaft, 
if necessarv, takes over that piece of land that was secured by the 
particular bond? 

Mr. LuBiN. No. It can not transact any business excepting that 
which the law says it may do. It sells it at public auction and gives 
the farmer back any residue. 

Senator Smith. The piece of land is sold at once at public auction, 
find if it brings more than the bond, then the owner gets the equity? 

Mr. LuBiN. He gets the equity. 

Senator Brady. And if there is a deficiency, the Landschaft stands 
that loss? 

Mr. LuBiN. If there is a deficiency. 

Chairman Moss. Can not the Landschaft take over the farm and 
operate it as a trustee, applying the income on the obligation of the 
debtor? 

Mr. LuBiN. I do not think that they are permitted to do that. I 
think an outside trustee must take it. 

Chairman Moss. I will put in the record my understanding : That 
the Landschaft has an option; it can sell the land and recover the 
sum due or seize the mortgaged estate and operate it as a trustee. 
In operating as a trustee it has the right to take immediate posses- 
sion. It also has the right to take over any personal property that 
may belong to the debtor that is necessary to the working of the 
estate. It may compel the service of any member of the Landschaft 
to oversee and direct the operations on the estate, either with or 
without pay, as it chooses, and, also, from this decision the debtor 
(or any other member of the Landschaft) has no right to go into 
court and contest the decision of the Landschaft. The Landschaft 
itself has at least a limited if not a large amount of judicial power. 

Senator Smith. How does the rate on the mortgage signed by the 
farmer compare with the rate on the bond that he receives? 

Mr. LuBiN. I did not quite catch that. 

Senator Smith. For instance, I am in a Landschaft district and I 
go to the office of the Landschaft and say, " Here is a mortgage for 
$2,000, and my property is worth $5,000. I want $2,000 of your 4 
per cent bonds." What rate of interest would be put on my notes? 
Would I execute the mortgage and give a note to the Landschaft? 

Mr. LuBiN. No. You simply deposit your mortgage with the 
Landschaft directory and they give you the bond. 

Senator Brady. What rate of interest would that mortgage bear? 

Senator Smith. What rate of interest would my note carry? My 
mortgage would be to secure something held by the Landschaft as 
collateral. 

Mr. LuBiN. Yes. 

Senator Smith. If I got one of the Landschaft's 4 per cent bonds, . 
what rate of interest would the obligation I gave to the Landschaft 
bear? 
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Mr. LuBiN. The Landschaft itself, or the directory, is not per- 
mitted to transact any business other than to be the caretakers of the 
system, the custodians. They can not make money or lose money, 
consequently all that you pay is, if you take a 4 per cent bond, 4 per 
cent interest, and if you take a ^ per cent bond you pay 3i per cent 

interest. 

Senator Smith. What pays the expenses, for instance, of th6 

Landschaft? 

Mr. LuBiN. One-half per cent, which is for amortization and the 

expenses. 

Senator Smith. Who pays the half per cent ? 

Mr. LuBiN. The farmer. 

Senator Smith. Then the farmer would have to give an obliga- 
tion for the amount of the bonds he received at a rate of one-half per 
cent more than the bonds he receives back for them to get that half 
per cent ? 

Mr. LuBiN. Yes ; of which half per cent there may be a few mills, 
an infinitesimal amount, for expenses. The main portion of that 
half per cent is for amortization, to pay off its debt. 

Chairman Moss. Is it not true that what the farmer pays is broken 
up into three parts — one is the interest, secondly the amortization, 
and third the administrative charge? The total rate of the bor- 
rower would depend on the rate of interest and the length of time 
the note ran. If it ran 54^ years at a certain rate of interest, one- 
half of 1 per cent would be the rate of amortization. My investiga- 
tion seemed to lead to the idea that the average charge which the 
Landschaft made for amortization was fifteen hundreds of 1 per 
cent annually. If a person were borrowing money and the rate of 
interest he was paying was 4 per cent, the rate of amortization would 
be one-half of 1 per cent, fifteen one-hundredths being the average 
charges for administration on a period of 54J years. 

Kepresentative Phelan. Does the Landschaft bank charge any fee 
for services for selling the bond? 

Senator Smith. They do not sell them the bonds. 

Representative Phelan. When the Landschaft sells bonds for the 
borrower does the Landschaft Bank make a charge for the services? 

Senator Smith. You mean the Landschaft directory. There is 
not any bank. 

Eepresentative Phelan. I thought in some part of Germany they 
had a bank. 

Mr. LxTBiN. There are Landschaft banks, but they are not part of 
the Landschaft system, no more so than a Landschaft grocery store 
would be part of the Landschaft. 

Eepresentative Phelan. Do they not sell bonds for the borrower ? 

Mr. LuBiN. Yes; they may, but there is no special reason for that, 
other than that they go on the errand, and a farmer can do that him- 
self. 

Representative Phelan. There are some Landschafts that give the 
borrower not money but bonds. 

Mr. LuBiN. They never give them money. 

Representative Phelan. The borrower takes the bonds and dis- 
poses of them sometimes through some other agency, does he not? 
He does not take them out and sell them himself, personally? 
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Mr. LuBiN. The directory or the secretary of the board may sell 
them for him, but there is no special need of going into the market 
to hire some one to sell them. 

Representative Phelan. Is there any charge made by the secretary 
when he does that for the borrower? 

Mr. LuBiN. It would be about the same thing as if you had a 
Government bond for, say, $100 and you wanted to sell it, or that 
you wanted to buy one. 

Senator Hollis. A broker would charge one-quarter of 1 per cent. 
According to Mr. Von Gutzberg, there are no Landschaf ts outside of 
Prassia. They are all found in Prussia. 

Mr. LuBiN. When was that written? 

Senator Holus. This is the evidence taken by the American com- 
mission in 1913. 

Eepresentative Phelan. That is in general. There is one in West- 
phalia, is there not? 

Senator Hollis. I do not know whether Westphalia is in Prussia. 

Senator Smith. We have been considering the Landschaft system 
upon the theory that there was joint liability on all the obligations 
by all the parties who participated in the loans. Does the legislation 
in Germanv make all the borrowers liable for all the loans? These 
transactions, as we have been describing them, would make the 
Landschaft, the organization, liable, but it has no capital. It would 
simply make the Landschaft itself, in each particular instance, liable. 

Mr. LuBiN. In answering that question, have you ever heard of a 
stock company in the United States whereby stock in that company 
would be one share on the heater, another share on the shed? The 
same law that applies throughout to all corporations in the United 
States applies to the Landschaft. There is this much in favor of the 
Landschaft, as against the ordinary corporation, that the unit of 
value that is taken, the pledge, has the surplus equity, and you have 
not got that knowledge m any corporation in the United States. If 
we in this room to-day had the intimate and exact knowledge of the 
comparative and absolute values of American securities that the 
average buyer of a bond may have of a Landschaft in Germany, we 
would be in a position to quicldy make millions of dollars. 

Take the case of a railroad share. How few know its actual in- 
trinsic value? We know its current value, but the rest is almost alto- 
gether a clean guess ; therefore speculative. In the Landschaft it is 
known, known to all. There is no guessing at all, and that is the 
reason why the German farmer obtains his money at the lowest rate 
of interest in the world. 

Senator Brady. In addition to that is there personal liability of 
the borrower for all of the loans in the Landschaft? 

Mr. LuBiN. Again I must say there is and there is not. Techni- 
cally there is ; practically, no. 

Senator Smith. How, technically ? 

Mr. LuBiN. Technically, because the share is on the Landschaft. 
You buy a bond of this Landschaft; you are not buying that bond 
on any given parcel of land. 

Senator Smith. I understand that, but how is there any legal 
liability ? The Landschaft has no capital stock, it is a mere associa- 
tion, nobody pays in any stock, it has no money and it receives but 
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this small percentage for expenses. "A" falls down on his mortgage. 
Suppose that property were taken and sold and it did not bring 3ie 
mortgage and left a balance unpaid? 

Mr. LuBiN. If that property did that, that is where the impossi- 
bility comes in. It simply can not be done. 

Senator Smith. I want to see if there is any liability over any of 
the other members who have borrowed. It does not seem to me tnere 
is and it seems to me that I see a chance of service without asking 
the individual man to become liable. 

Mr. LuBiN. I would like to answer that as well as I know how, but 
it is as impossible to answer it from the 152 years experience of the 
Landschait as it would be if the question were asked, " Is this a gold 
watch? Are you stire? Yes. What is the value? So much. But, 
supposing, sir, that this gold watch were to turn into a brass watch. 
I can not imagine that." 

Senator Brady. In other words, you can not imagine these farms be- 
coming of less value than the amount they are guaranteed for? 

Mr. LuBiN. No. For this reason: First of all, the land was ap* 

g raised at its earning value, not upon its selling or speculative value, 
econd, the cultivation is kept up right along, if not by the farmer 
then by the Landschaft, at the owner's expense. The Landschaft 
can not afford one of their members to so act as to lower the standing 
of the Landschaft. 

Senator Brady. Presume they had an earthquake. Then what? 

Mr. LuBiN. Then the Landschaft and the whole thing would go 
by the board. 

Senator Brady. If one-half of those farms on which these loans 
had been made, and these bonds issued, were to sink into the earth — 
speaking figuratively — ^the other half would have to make up that 
loss? 

Mr. LuBiN. In order to kill the Landschaft, so far as logic is con- 
cerned, we have to imagine an earthquake, or we must imagine some 
other kind of cataclysm, etc. ; but supposing you take the proposals 
of the rural-credit banks, with a mortgage bond for each mortgage, 
and where are we? Supposing that piece of land happens to be in 
Oregon and I, am living in Massachusetts, and my aunt buys that 
bond. She says to me, "Is that bond gilt edge ? Are there any 'if s' ?" 
And I would be likely to reply, " I do not know ; there may be any 
number of them." And values that are indeterminate are speculative. 

Senator Brady. I can see the many points in favor of this plan and 
my only object in asking these questions is to secure valuable in- 
formation. 

Mr. Ltjbin. I am very glad that you have asked ;them. 

Chairman Moss. I think you might compare the position of a man 
in the Landschaft precisely as I am an individual member of the 
Farmers' Mutual Insurance Co. in my State. I apply to the msuiancc 
company to take out a loan. If I take out a loan on my j)roperty 
the laws of the State make me liable for all liabilities of the company. 
This is equally true of every other man in the company, and all will 
have to help pay any loss which the company might sustain. 

Senator S^iixii. If you conclude to forfeit your policy and ge out, 
then what? 
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Chairman Moss. When I do that I am no longer liable to the com- 
pany. I am liable up mitil the time my policy expires or is can- 
celed, but not after that time. I must assume that liability in order to 
secure the benefits which the company gives, and every person who 
has applied for a loan in the Landschaft association assumes pre- 
cisely tne same obligation toward the loans made by the Landschaft 
that I assumed when I joined my mutual insurance association. 

Senator SMrrn. Except in your mutual benefit association when 
the burden becomes heavjr, then you forfeit your policy and you cease 
to have any further liability. That is the rule in most of the States. 
There may be some special statute applicable to that in your State. 
The general rule as to the mutual insurance is, as long as you hold a 
policy you must meet the assessments, but if you forfeit your policy 
you cease to be further liable and you can drop out in such a case 
whenever it becomes too burdensome. In this Landschaft they have 
made their loans. 

Chairman Moss. Coming back to the mutual insurance company, 
you are liable as long as you are a member. If you forfeit your mem- 
bership and the company becomes reduced to a certain degree of 
membership, then all liabilities must be liquidated, as the State will 
not permit it to do business when estimated losses might fall too 
heavy on any single individual. I do not know that that applies to 
the Landschaft. Mr. Lubin makes the point that imder their assess- 
ment under the laws of Germany and under the laws of preference 
given the Landschaft it is impossible that the Landschaft shall not 
pay out, and for that reason the personal liability which could be 
invoked in case of financial disaster never has been invoked, but it 
will not do to say the liability is not there. 

Senator Smfth. I am trying to see where, if we undertake to adopt 
such a system in this country, we would have to say to the men who 
went into it there was liability. 

Hepresentative Lever. You would have to say there is liability, 
would you not? 

Senator SMrrn. That would depend entirely on how the contract 
was drawn. 

Senator Brady. There is just one more point I am, not clear on, 
and that is as to where the Landschaft secured its authority to fore- 
close those bonds or mortgages in such an arbitrary manner. Is that 
authority ^ven to the Landschaft by the General Government or 
by a subdivision of the Government, something similar to our States? 

Mr. Lubin. That is the supreme authority of the State. 

Senator Brady. In other words, if we had a Landschaft system in 
operation in America the authority to foreclose in that manner would 
have to be by a law enacted by the sovereign State instead of by the 
National Government? 

Mr. Lubin. Yes; for you could not get the charter from the 
National Government imless the State did that first. Now, I want to 
fiay that there has been a great deal of capital made on the matter of 
foreclosures, mainly by parties interested in savings banks. They do 
not need to pile on a lot of a^ony when there is no necessity for it. 
They have made the matter of foreclosures look black and blue, but 
it is not black and blue. We will say on the third floor, rear, in a 
certain house there is a money lender, and he is loaning money to a 
farmer on a mortgage. It would seem that this man on the third 
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floor has a great big Christian, heart, and he is going to take this poor 
farmer when he gets into difficulty and coax him and pat him on 
the back and say, " If you had been in the Landschaf t see what they 
would have done to you; but I have a Christian heart; I am a white 
man ; I will put you on your feet." That is the way they made this 
thing appear. The fact is, it is exactly the reverse ; the money lender 
would cut and cut until there was nothing left but a lawsuit, and 
God help the farmer in that case. But the Landschaft, during its 
152 years, has a diflferent showing. 

Senator Brady. My thought in asking the question was to see how 
far it is possible to make this system applicable in our country. We 
would have to pass the laws along the fines of those passed in Ger- 
many for the benefit of the Landschaft, in every State of the Union, 
would we not ? 

Mr. LuBiN. Yes ; laws that would make it operative. 

Representative Hawley. So far as the foreclosure goes on property 
or any dealing by which the Landschaft could take possession of the 
property, that would have to be under State law. 

Mr. LuBiN. Well, all that would be necessary for you gentlemen 
to do, so far as I can see from a national point of view, is this : We 
will say the Government passed the law. 

Senator Brady. Which Government? 

Mr. LuBiN. The United States passes the law that charters shall 
be granted for the purpose of permitting the operating of the Land- 
schafts. 

Senator Brady. That is directly answering my question. That is 
the information I desire. 

Mr. LuBiN. And the back of these charters should contain, in fine 
print, the conditions under which a charter can be given. 

Senator Brady. But the State would have te pass these laws ? 

Mr. LuBiN. No; it would not have to. They would if they wanted 
the Landschafts. 

Senator Brady. That is what I mean ; we would have to pass the 
laws before they could secure the benefit of the Landschaft. 

Mr. LuBiN. Not by coercion. % 

Senator Brady. We agree on that; but there will be men in that 
States who will be in the loan business such as you have described, as 
the man on the third floor, who will make that fight against the State 
asking for or securing that charter for the purpose of making that 
loan. 

Mr. LuBiN. You are right. There will also be a whole army and 
navy of farming people in that State who will say that the argument 
of that money lender is not sufficient. 

Senator Brady. But it still stands we must secure a majority of the 
people of the State or the legislature. 

Mr. LuBiN. Three and three and one-half per cent is giving them 
cheap money. Is not that argument? 

Senator Brady. There is no question of bringing this down to a 
business man's point of view. 

Mr. LuBiN. No. 

Chairman Moss. I wish to ask a question or two of Mr. Lubin. Is 
the Landschaft the only institution in Europe which grants loans to 
farmers at the low rates you have quoted here? 
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Mr. LuBiN. No. There are some others, but they are mainly pa- 
ternal. The Landschaft is the only — I would like to emphasize the 
word "only" — farmers cooperative mortgage-credit institution in 
the world. If you want a farmers' cooperative mortgage credit, you 
have to have the Landschaft ; if the farmers prefer to be in the hands 
of a corporation of money lenders or corporation of bankers, then 
they need no Landschaft. 

Chairman Moss. How do the rates granted by the Credit Foncier 
compare to the rates of the Landschaft in Europe? 

Mr. LuBiN. The Credit Foncier is all right, but that is a paternal 
institution. 

Chairman Moss. That is not the question I would like in the rec- 
ord. The question is. How do the rates granted by the Credit Foncier 
compare with the rates given under the Landschaft ? 

Mr. LuBiN. I think that the rates are favorable. 

Chairman Moss. The rates are really lower under the Credit Fon* 
cier than under the Landschaft? 

Mr. LuBiN. But if you take away the paternal proposition you 
could not get them at all. 

Chairman Moss. I am not interested particularly in the system of 
organization. Your argument this morning before the committee 
was largely based upon the advantage of cheap money, and the ques- 
tion I desire in the record is whether there are any other institutions 
in Europe except the Landschaft that grant equally low rates of 
interest? For that reason I am asking the question if the rates of 
the Credit Foncier in France compare favorably with the rates of the 
Landschaft in Germany? 

Mr. LuBiN. I think the answer " yes " would be right. But would 
that answer be just to the Landschaft without qualification? By no 
means. The Credit Foncier is a paternal institution like they have 
in Russia, and I do not understand why France, a democracy, should 
have such an institution like the Credit Foncier, which is paternal. 

Chairman Moss. How do the rates of interest granted by the joint 
stock mortgage companies in Germany compare with the rates for 
the same class of risks granted by4;he Landschaft? 

Mr. LuBiN. The rates are higher, but the rates would be still 
higher if the Landschaft were not there. 

Chairman Moss. How much higher? 

life. LuBiN. I should think 4 per cent. Four and one-half per 
cent. 

Chairman Moss. You mean 4 or 4^ per cent higher? 

Mr. LuBiN. No. That is the rate---4 and 4^ per cent. 

Chairman Moss. Is it not a fact that the only difference between 
the rates granted by the joint-stock companies in 'Germany and those 
granted by the Landschaft is the difference in the administration 
charges? 

Mr. LxjBiN. No. I think it is a matter of competition. If the 
Landschaft were not there, the interest of the banks would probably 
be double or even more. 

Chairman Moss. I am not talking about what has produced the 
rates, but, as to the actual rates granted by the two institutions. Is 
it not true, as a matter of fact, that a loan for 54J years — or that it 
was true at the time the American commission was in Germany — 
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by the joint-stock companies, was at precisely the same rate of inter- 
est and precisely the same rate of amortization, but there was a 
higher administration charge than was the case in the Landschaft ? 

Mr. LxjBiN. The answer would still be unjust to the Landschaft. 
The Landschaft, as a matter of fact, gives the standard for the rate 
of interest. 

Chairman Moss. Without whether it would be just or unjust to 
the Landschaft, as a statement of fact, is it not true? 

Mr. LuBiN. It is a statement of fact now, but if you remove the 
Landschaft you would remove that competitive rate of interest, and 
what then? 

Chairman Moss. Then it is true that so far as the rate of interest 
is concerned, the joint-stock companies in Germany are granting the 
same rate of interest that the Landschaft is? That is true, is it not? 

Mr. LuBiN. If I were to say yes, it would again be an injustice to 
the Landschaft. 

Chairman Moss. As a matter of fact, is it not true, whether just 
or unjust ? 

Mr. LuBiN. This depends on for whom I am answering the ques- 
tion. By answering that question in the form in which you have 
placed it, it would hd very embarrassing for me to read that and say 
I have spoken the truth. The one has a low rate of interest because 
it is paternal ; the other has a low rate of interest because the Land- 
schaft lays down the primary rate. Kemove those two and the inter- 
est rates would be entirely different. 

Chairman Moss. Now, is it not true that the land-mortgage banks 
in Italy grant as low rates to the Italian farmers as the Landschaft 
does to the German farmers? 

Mr. LuBiN. Well, you mean that the rate is as low in Italy as it is 
under the Landschaft ? 

Chairman Moss. Yes. Is not that true as a statement of fact? 

Mr. LuBiN. I do not know that the average would be about the 
same. There are some of them low. Whether the Italian farmer has 
a rate of money at 3, 3^, and 4 per cent for 75 years is a different 
proposition. There are a great many short-time loans on land. There 
is where the great bulk of the business is done. 

Chairman Moss. But there are mortgage banks in Italy that do a 
long-time amortization business ? 

Mr. LuBiN. I do not think they cut much figure. The big business 
there is with the renters, is what you are talking about now. 

Chairman Moss. Would you state for the record that there are no 
mortgage banks in Italy doing a long-time amortization business of 
the same character as we have been discussing ? 

Mr. LuBiN. There are mortgage banks there, but the greater part 
of their loans are to renters; but whether their rates are as low as 
the Landschaft I don't know. Our question is one of owners, not 
renters. 

Chairman Moss. I do not desire to confuse you, but the information 
I desire to get is this: I agree fully with your statement as to the 
great advantage which low-rate money will bring to the farmers of 
the United States. Now, it is fair to this committee that students of 
this question shall state whether or not mortgage institutions in the 
different nations have brought about similar results ; that is, equally 
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low rates of interest. I might extend the matter to other countries of 
Europe, but I will desist. There is one other question. The Land- 
schaft issues bonds for quite long periods, do they not? 

Mr. LuBiN. Yes. 

Chairman Moss. How long usually ? 

Mr. LuBiN. Fifty to seventy-five years. 

Chairman Moss. The bonds are not payable at any particular or 
determinate time, are they ? 

Mr. LuBiN. They can be cancelled whenever a farmer buys the 
bonds in the open market and tenders them to the Landschaft and 
gets his mortgage canceled. 

Chairman Moss. Can a holder demand of the Landschaft payment 
of the bonds at any time, known as a due period? 

Mr. LuBiN. He sells it in the open market. 

Chairman Moss. Can he take it back to the authority that issues it 
and compel payment ? 

Mr. LuBiN. No more than the owner of a share of Pennsylvania 
stock can go to the vice president of the Pennsylvania Railroad office 
and say : " Mr. Dixon, give me back the money." Mr. Dixon would 
say : " The open market is your place to get the money." 

Chairman Moss. There is a difference in stocks and bonds. If I 
buy a bond of the Pennsylvania Railroad Co., there is a time when 
it becomes due, and the Pennsylvania Co. is compelled to honor 
the payment. The first point I want to make is, is there ever a 
time when the bonds issued by the Landschaft become due and the 
holder can compel payment ? 

Mr. LuBiN. A bond becomes due. Do you mean whether he can en- 
force its payment ? 

Chairman Moss. Does it ever become due? 

Mr. LuBiN. Certainly ; it becomes due in 50 years or 75 years. 

Chairman Moss. Then you make the statement for the record that 
the Landschaft companies issue bonds that mature at a certain period ? 

Mr. LuBiN. Yes. But he can dispose of that bond at any moment. 

Chairman Moss. I am still asking whether or not it is your under- 
standing that the Landschaft bonds mature at any given time ? Sup- 
pose a bond was issued in 1850. Do you understand that that bond 
would become due and payable in 1900 ? 

Mr. LuBiN. If it was a 50-year bond ; certainly. 

Chairman Moss. Do they issue that class of bonds? 

Mr. LuBiN. If it is a 50-year bond, they have issued it for 50 years. 
If it is a 75-year bond, they have issued it for 75 years. 

Chairman Moss. Is it your understanding they do issue bonds that 
mature at different times? 

Mr. LuBiN. I. do not imderstand what is behind that question. 
All I know is this: It is simple enough; we have the 50-year and 
75-3^ear bonds. If I buy a 50-year bond, when the 50 years have 
expired I expect the principals There is a way of getting that prin- 
cipal. They have paid the amortization, you see. 

Representative Hawley. If I understand the question, the bond 
runs for an indeterminate period and is matured when the last pay- 
ment is made? 

Chairman Moss. That is the point I wish Mr. Lubin to discuss. 
I want to assure Mr. Lubin there is not anything behind the question, 
except I have been given to understand that the Landschaft issues 
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bonds that can be called in and retired at any time, but the holder 
of the bond can not compel payment ; that the bond is really indeter- 
minate as to time of maturity. I want to know if I have a correct 
notion? 

Mr. LtjBiN. I do not think the company can call it in. You have 
bought some bonds and they are your investment there for 50 years. 
The Landschaf t calls you in and says, " Come in and put this bond 
in at what price ? " Supposing he has bought them for $108 and you call 
them in at 93, and he says, " No ; I will give them to you for $150." 
You can not compel him to sell. You can only compel him when his 
time is up. 

Chairman Moss. Do you understand the Landschaft has not the 
right to call in a bond at any time and pay it off ? 

Mr. LuBTN. I do not thmk the Landschaft has the right at all; 
it would not be in accordance with the usual custom in purchase and 
sale of property, or the rights of property, or tjje rights under a 
contract. 

Representative Hawley. Is this the situation? The farmer wants 
to make a loan on his farm ; one of these bonds is issued and I buy it. 
I can never sue on that bond, because it runs for an indeterminate 
period. I can keep it for that indeterminate period until it has paid 
out ; the interest I have in that gradually decreases until paid out. 

Mr. LuBiN. No; it is not indeterminate; it is determinate, and it is 
so printed on the bond — 50 years or 75 years. 

Representative Hawley. It is not so stated in the bond. 

Mr. LuBiN. That is the first thing stated in the bond ; it is 50 years 
or 75 years. 

Representative HAWiaEY. They say that, because the computation 
in the tables says the bond bearing a certain rate of interest, with a 
certain amount of amortization paid yearly, will be paid out in a 
certain time, and upon that table the bond is 50, 60, 70, 75 years or 
40 years, because, under the amortization plan it would be paid out 
in that time ; but it is really an indeterminate period in that the time 
never comes when the holder of the bond can sue and recover. I 
would like to have it placed on record that the time is determinate. 

Mr. LuBiN. It is 50 or 75 years, and the farmer has the option which 
of them he prefers. 

Chairman Moss. What has been the general trend of interest rates 
in Europe within the last 50 years? Has it been rising or falling? 

Mr. LuBiN. I would not be prepared to answer that. If I have 
made any special study at all, it is in the fact that the Landschaft 
bonds sell in the open market, and that they are the best security in 
all the world. 

Chairman Moss. Take a bond that was issued 50 years ago. There 
are bonds of that character in Europe, are there not, Landschaft 
bonds, probably? 

Mr. LuBiN. I should not wonder. 

Chairman Moss. And they are issued at a fixed rate of interest, 
we will say 3 per cent. This is probably a period of rising interest 
rates in Europe, is it not? 

Mr. LuBiN. Most likely now ; yes. 

Chairman Moss. The bond being at a fixed and low rate of inter- 
est, and the general interest rates of Europe rising, what will be the 
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effect upon the market value of that bond? Will it still remain at 
par, or will it fall in like ratio with other securities at a like rate 
of interest? 

Mr. LuBiN. That bond will get the same rate right straight along 
as the other bonds that bring high interest show a lower asset behind 
them. High interest means low support, hence a speculative value. 

Chairman Moss. Do you mean to say to the committee that the 
Landschaft bond issued at 98 never sold below 98 ? 

Mr. LuBiN. With the changing values, as they are in Germany 
to-day the Landschaft bonds will be head and shoulder above any 
value that they have got. 

Chairman Moss. Conceding that to be true, again the question 
comes in, does the Landschait bond fluctuate in the market along 
beside of other interest-bearing securities, or do you mean to tell 
the committee that when a Landschaft bond is sold at 96 or 96, or 
whatever rate th^t the farmer himself parts with his bond, it will 
always bring and always has brought that price? 

Mr. LuBiN. No ; that would not necessarily hold, because it is a 
question of investment. 

Chairman Moss. Then there are Landschaft bonds in Europe, or 
there were at the time the American commission was there, that 
could be bought for 90 were there not? 

Mr. LuBiN. There may have been. 

Chairman Moss. And some that could have been bought at 87 
at that time, were there not? 

Mr. LuBiN. There may have been. 

Chairman Moss. Some that could have been bought at 85? 

Mr. LuBiN. I do not think so. I do not think they would have 
allowed a Landschaft bond to be sold at 85. 

Chairman Moss. Some would be sold as high as 92? 

Mr. LxjBiN. Yes. 

Chairman Moss. And 95? 

Mr. LuBiN. Yes; and some above par. 

Chairman Moss. So that there is no fixed and unalterable price of 
Landschaft bonds? 

Mr. LuBiN. No. 

Chairman Moss. And if people buy Landschaft bonds and sell 
them again, getting less monw for them when sold than the pur- 
chase price they lose money. This is possible, is it not? 

Mr. LuBiN. They get less money ? 

Chairman Moss. Yes. It has been so that Landschaft bonds have 
been bought for investment and held for a period of years and sold 
again when the selling price was less than the purchase price. That 
is true, is it not? 

Mr. LuBiN. My impression is that so far as the Landschaft is 
concerned they are neither bought for a rise or fall. There is no 
money in them so far as a speculative proposition is concerned. 
They buy them more for the secured interest. That is what the 
Landschaft is bought for. 

Chairman Moss. That is not the point at issue. I met a gentle- 
man who happened to own some of the Landschaft bonds and he 
gave me some information and I want to know if it is true. Is it 
not entirely possible that a man might buy Landschaft bonds at 96 
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and hold them for 10 yeai-s and then being offered on the market 
would only bring 92? 

Mr. LuBiN. Certainly. The same as a share of stock of any kind. 

Chairman Moss. In that instance the man who bought them and 
sold them again would have lost naoney ? 

Mr. LuBiN. The same question and answer will apply to a United 
States Government bond. 

Chairman Moss. Precisely so. I had understood jrou to make the 
statement that the Landschaft bonds can not decline in value. I de- 
sired to know whether I had correctly interpreted your language. 

Mr. LufeiN. Let the stenographer go back and see. I want to know 
if I said they can not decline. I said that they bought and sold them, 
but the security of the Landschaft is the best of any other paper in 
Germany. 

Chairman Moss. I would not wish to controvert any statement you 
may have made. The point I wanted to get before the committee is 
that the tandschaf t bonds do fluctuate in value, and being long-term 
bonds at a fixed rate of interest any change in the general interest 
rate of the country naturally has an effect upon the value or the 
selling price of Landschaft bonds. 

Mr. LuBiN. Mr. Chairman, am I allowed, in return for being asked 
questions to close my remarks by suggesting what these questions 
put into my mind ? 

Chairman Moss. Surely. You can make any statement you care 
to for the committee, so far as the chairman is concerned, with the 
consent of the members. 

Mr. LuBiN. There have been a good many searching questions asked 
of the Landschaft. I am no relation to the Landschaft, neither is the 
Landschaft to me. There is not a blessed thing for me to make by 
having it or not having it. I have no doubt that many other ques- 
tions could be asked technically that would seem to be a very great 
cloud on the Landschaft, but there is not the slightest cloud. Where 
the cloud comes in is this : The propositions for rural credit that seem 
to be in the air is to open a bank in any old State, and to issue mort- 
gages and to convert those mortgages into bonds, and sell those bonds 
outside the limit of that State, and sell them under the cloak of the 
United States Government's sanction, or at least quiescently so. If 
I were a young man and a politician I should not want my party to 
vote for any such proposition. You would be likely to put that party 
in a fine old hole, one that it probably could not escape from for 50 
years. All this in order to curry favor with some few men who want 
to rush into that line of business. It is a bad job, so far as politics are 
concerned. Why? Because whatever objection has been put to the 
Landschaft bond has been merelv imaginary, they do not apply in 
Germany, neither would they apply here. I do not own shares in the 
Landschaft and the Landschaft does not own me. Some of these 
questions which have been put to me I have sustained as fully as I 
knew how. My mind is not as subtle or as keen as yours. I am a 
very simple, plain man, and I learn with a great deal of difficulty. 
You can probably learn in three minutes what it would take me three 
hours to learn. When I learn it, however, it becomes part and parcel 
of my being, and the more opposition, the worse I rebel against it. 
The Landschaft would open for the United States a new era. It 

45712—16 13 



194 BUBAL CBBDIT8. 

would do for agriculture what the stock company, the corporation, 
the merger has done and is doing for commerce and finance. There 
IS nothing that can take its place ; there is no mortgage bank of what- 
ever device that can serve its purpose. The farm-mortgage bank is 
a toll gatherer, it gathers in the deposits from the people at the lowest 
possible rate of interest and it lends it out to the^ farmers at the high- 
est possible ratea Its primary motive is " dividend," the more the 
better. The Landschaft will render farm values mobile; it will place j 

in the hands of farmers the most powerful means at the command of 1 

the business man ; it will give him dynamic money ; it will place him 
on a cash basis. In the place of the farmer serving as he does now, 
as a mere tail to the kite of commercial adventures, he will become 
the leader in the field of commerce. All this and more can be had 
through the Landschaft. 

Chairman Moss. Do you care to make a statement in regard to 
personal credits? 

Mr. LuBiN. Only tliis: Under the Landschaft in place of oflfering 
the bond for sale in the open market the farmer could take his bond 
and deposit it in any commercial bank as security, against which he 
would be permitted a line of credit on open account. He would be 
paying for his money as he would use it. That would place the farmer 
on a cash basis. 

Chairman Moss. The committee is very much obliged to you for 
your appearance before it. Would you care to have the manuscript 4 

submitted to you for correction before printing? 

Mr. LuBiN. Yes; thank you. 

Chairman Moss. That will be done, and we are under many obliga- 
tions to you for your appearance here and your valuable information 
on the subject under discussion. 

(Thereupon, at 4 o'clock p. m., the committee adjourned to meet 
at 10 o'clock a. m., Wednesday, November 17, 1915.) ! 
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TUESDAY, DECEMBER 14, 1915. 

Subcommittee on Rural Credits, 

Congress of the United States, 

Wctshington^ D, C. 

The subcommittee met in the hearing room of the Committee on 
Banking and Currency of the United States Senate at 10 o'clock a. m. 

Present: Representative Moss (chairman), Senators Hoke Smith 
and HoUis, and Representatives Hawley and Lever. 

Also present : Charles S. Hamlin, Governor of the Federal Reserve 
Board ; Paul M. Warburg and William P. G. Harding, members of 
the Federal Reserve Board. 

Chairman Moss. The committee will come to order. 

Now, Gov. Hamlin, the committee will be glad to have you make 
such statement as you care to make, based on the previous meeting 
that we had here, and the minutes of which have been given to the 
members of the board. 

STATEKENT OF OOV. CHABLES S. HAHUN. 

Gov. Hamlin. Gentlemen, as I understand the minutes of the last 
meeting, we were in executive session? 

Chairman Moss. Yes, sir. 

Gov. Hamlin. So I will very briefly point out the various pro- 
visions of the act relating to short-time farmers' credits, agricultural 
credits- 

As to section 16, relating to six months' agricultural and live-stock 
paper, I stated at the last hearing that we had fixed the percentage 
which may be loaned by a Federal reserve bank at maxima varying 
from' 75 to 99 per cent of the capital; we fixed 99 per cent because 
the statutes said a certain percentage of the capital; but, as I said, 
we would be very glad to go to a hundred per cent if we have the 
lawful power, as probably we have. 

I should like to submit to the committee a statement of this six 
months' paper which I will have prepared. Roughly, it will show 
about 10 per cent of the total discounts, leaving out foreign ac- 
ceptances, to be based on this class of paper, about 3.7 millions. 

Then, it may be interesting to you to know about the commodity 
rates which the Federal Reserve Board put in. We had reason to 
believe that some of the banks desired, in view of abnormal condi- 
tions, especially in the South, to put in exceptionally low rates for 
the sake of helping agriculturists move their crops, and we thought — 
in fact, we authorized — the Federal reserve bank to put in a low 
rate which could be utilized by member banks who Avould loan to the 
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individuals at a rate not exceeding 6 per cent, including commis- 
sions. I think there have been a total of about, roughly, seven mil- 
lions of loans at that 3 per cent commodity rate to member bnnks, 
covering wheat, cotton, rice, and quite a number of other conmiodi- 
ties. Of those loans, the farmers and planters paper consisted of 
about 1,700 pieces, amounting, roughly, to two millions of dollars; 
persons other than farmers and planters, about 561 pieces, amounting 
to a little over four millions; other businesses not specified, about 
$547,000. 

Then I would point out the other clause in the act permitting loans 
on improved and unincumbered farm land. We have not the data 
yet as to the amount of those loans, but I think the comptroller will 
be able to give us these figures shortly. He is now collecting that 
information out of the reports. 

We have had several questions arise where a bank might want to 
make those loans just across district lines, and I think it might be 
well to consider, if amendments are to be made to the act, whether 
under extraordinary circumstances it might not be permissible for 
a bank to cross a district line where it desires to make that sort of 
a loan ; but the board will take up the subject and may address Con- 
gress on it later. 

I think I stated at the last hearing that the general tendency of 
the Federal reserve discount rates had been in a downward direction. 
There was somewhat of a spread originally between the rates in dif- 
ferent districts of the country, but that spread is gradually decreas- 
ing and they are getting down tCAvard practical uniformity of rates 
throughout the United States. I think those were the general con- 
siderations which I touched on ut the last meeting. I think Mr. 
Harding, if the committee would like to hear him, perhaps may go 
into more detail on some of these questions, if it is agreeable to the 
committee. 

Representative Lever. May I ask the governor one question ? 

Gov. Hamlin. Yes, sir. 

Eepresentative Lever. I understood you to say that the Federal 
reserve rates of interest throughout the country are gradually becom- 
ing uniform. 

Gov. Hamlin. Yes. 

Representative Lever. Slowly, of course. 

Gov. Hamlin. Slowly, but tending toward uniformity. 

Representative Lever. Is it your believe that the time will come 
when those rates will be actually uniform throughout the entire 
country, or practically so? 

Gov. Hamlin. It is somewhat difficult to answer that, because of 
the comparatively short time that the act has been in operation and 
because of the unnatural conditions, if I may use that word, that we 
have had to compete with ; that is, the disturbed conditions through- 
out the whole country growing out of the European war. I can only 
say that I hope that tendency will be borne out in practice. It cer- 
tainly looks — it certainly is tending strongly that way. 

Representative Lever. Is there any reason. Gov. Hamlin, why the 
rates of interest in different sections of the country should not be 
uniform, if the character of collaterals back of the loans in different 
sections of the country is the same? 
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Gov. Hamlin. Well, of course, it would depend somewhat on the 
amount of capital or credit available in different parts of the coun- 
try ; but if that is constant, I should reply in the aflSrmative to your 
question. 

Senator Hollts. I would like to ask the governor a question. 

Gov. Hamlin. Certainly. 

Senator Hollis. In cases where a national bank (Federal reserve 
bank) would like to make a loan just over the line, has there been 
a reluctance on the part of the adjoining (reserve) bank to make that 
loan when it has been called to its attention ? 

Gov. Hamlin. I do not remember any such reluctance. The onlv 
case I have in mind — I can get that for you — was where the bank 
was eager to make the loan. 

Senator Hollis. When the bill was up we had some discussions, 
as I recall, whether we should require one bank to do anything that 
another bank did not want to. I remember that we had some such 
discussions, and we reached a conclusion that if the loan ought 
properly to be made that the adjoining bank on having it drawn to 
its attention would be very glad to do it. 

Gov. Hamlin. In this case I do not think there was any reluctance 
at all. There was simply an eagerness, as I remember, of the bank 
to go across the line and make the loan, and no opposition. I speak 
merely from memory. 

Senator Hollis. That is all. 

STATEMENT OF HON. WILLIAM F. 0. HABDINO, MEMBEB OF 

THE FEDEBAL BESEBVE BOABD. 

Chairman Moss. All right, Mr. Harding. 

Mr. Habding. Just what topic do you wish me to discuss ? 

Chairman Moss. Gov. Hamlin suggested that you might discuss 
in detail certain propositions that he referred to. I have some ques- 
tions which I ask of you gentlemen, and I presume other members 
have, too. We would first prefer for you, if you have any general 
statement, to make that statement. 

Mr. Habding. Well, regarding this six months paper for agri- 
cultural purposes and based on live stock, I do not think that the 
limit which has been fixed by the board has been reached by any 
Federal reserve bank, and in some districts business in that class of 
loans has been practically negligible. The real test, though, of that 
is going to come next spring, when a lot of farm paper probably will 
be offered to the Federal reserve banks which has been taken from 
farmers to aid in making the 1916 crop. 

Section 24 of the act authorizing loans on improved farm lands not 
exceeding 50 per cent valuation of the land, in my opinion, will not 
be for some vears to come availed of very extensively by the banks. 
Of course, there are sections of the country where farm loans are 
staple, where a bank would have no hesitation in investing in five- 
year mortgages, because the lands have an established value and are 
accessible, and the bank would feel that in case it would need money 
at any time it would have something that it could sell very readily. 
I understand that in Wisconsin and Minnesota, Iowa and the Da- 
kotas loans of that sort are very easy to place, and are very much in 



198 RURAL CRfiDITS. 

demand. The Northwestern Life Insurance Co. of Milwaukee loans 
a good deal of money on farm mortgages in that section, and there 
are in every community in those States some individuals of means 
looking out for such investments. So that if a bank in that section 
had some well-selected farm loans in its portfolio, these would prove 
to be an easily convertible investment. 

On the other hand, in the South and Southwest, where money is 
usually in active demand for the ordinary purposes of trade and for 
the making of crops, the banks do not care to invest in long-time 
loans. For one reason, the rates of interest have been prohibitive. 
Another reason is that the banks W'Ould feel that they would have 
what is known as a " sleeper," if they had a five-year mortgage. They 
would practically have to keep it until it was paid off. 

Furthermore loans of that sort w ould not be eligible for rediscount 
with a Federal reserve bank, at least until within three months of 
maturity; so a bank would feel that it had an unliquid asset if it 
took that kind of a loan in sections such as the South and Southwest. 

Now, regarding the tendency toward the equalization of interest 
rates, I can not say that for a number of years there is going to be 
any prospect of uniformity of rates in all sections of the country. In 
the first place, in a number of the Southern States and in the Western 
States the legal rates of interest and the contract rates of interest are 
considerably higher than the legal rates of interest in New England, 
New York, or the middle States or the Middle West, and it should be 
remembered that banks in the Carolinas and Georgia and Alabama 
and Mississippi, and also in Texas and Oklahoma make a practice 
of paying 4 per cent on certificates of deposit and on savings de- 
posits, and in a number of cases they pay 5 and 6 per cent interest, 
and it would be very difficult to get banks, except the larger banks 
who have a considerable volume of business, to consider making loans 
at () per cent. 

Representative Lever. That, Mr. Harding, is not in contradiction 
of anything that Gov. Hamlin said. 

Mr. Harding. Not at all. 

Representative Lever. Mj^ question w^ent to the Federal reserve 
rates. 

Mr. Harding. I was talking about rates from the local standpoint. 

Representative Lever. I will ask you about that presently. 

Mr. Harding. Yes, sir. 

Senator Hollis. How long are these time deposits that they pay as 
high as 4, 5, and 6 per cent interest on? 

Mr. Harding. They usually require 30 days' notice. They get the 
benefit of the 5 per cent reserve permitted under the Federal reserve 
act by such 30 days' notice. 

Representative Lever. Before you go away from the rate of in- 
terest, Mr. Harding. Given the same kind of collateral, equally 
secured, equally good, is there any special reason why the rate of 
interest to the borrower in different sections of the country should 
differ, except that the amount of money for loaning purposes may be 
larger in one section than in another ? 

Mr. Harding. That is the main reason. There is a greater volimie 
of money in the older sections than in the newer sections of the 
country — in the more sparsely populated sections. 
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Representative Levkr. Would the fact that the collateral is equally 
good in all sections of the country, or that the collateral is the same in 
all sections of the country, have a tendency to bring the rates of in- 
terest together in different sections of the country and to fix a uni- 
f(irm rate between them? 

Mr. Harding. It would tend to that in the long run ; I do not think 
so immediately. Now, there is one thing that ought to be borne in 
mind. In safe banking there ought to be some relation between 
loans and w^hat a bank regards as its own assets — that is, capital and 
surplus — and the deposits that it is able to attract from individuals 
in its community. There ought to be some relation between these 
items and the volume of its loans, and that is one feature that we 
should watch in the situation. You see, w^e have official discount 
rates now that are very much lower in some districts than we have 
ever had before. We have the commodity rate of 3 per cent and we 
have the 30-day or 60-day commercial note paper at 4 per cent. 
Now, take a case where a bank has a comparatively small capital and 
a small line of deposits and a pretty good demand for money, and it 
realizes that money is easy all over the country ; that it can borrow 
money in New^ York at a very low rate; that there is a Federal 
reserve bank close by that will let it have money at practically the 
same rates as banks in Massachusetts, Pennsylvania, or New York 
can obtain it. I suspect that there has been a tendency on the part 
of some of the member banks to take advantage of this new situa- 
tion to reach out after new business and make new loans that are 
not based on the old principle of the average balances shown by the 
borrowers' accounts. In a way these member banks trade on their 
credit. They reason, " We have deposits of $100,000 and we have a 
< apital and surplus of $60,000 and our practice has-been heretofore 
to loan about $150,000 and rediscount $25,000 or $30,000. Of course, 
when we rediscounted with correspondent banks in New York or 
Chicago or St. Louis we were subject to fluctuating rates, and our 
accommodations were based on our average balances w^ith the redis- 
counting bank. We felt that we would be limited to a certain 
amount — in fact, the law^ limited that — ^so that we could not borrow 
more than the amount of our capital stock. With the Federal 
reserve banks, however, there is no limit placed on the amount that 
they can rediscount for us, so there has been a tendency on the part 
of some small banks and a few^ of the larger banks having a large 
capitalization and small deposits to reach out and expand their busi- 
ness by making new loans, not based on the value of the accounts, 
but for the profit that could be made by discounting at the local cur- 
rent rate and rediscounting with the Federal reserve banks at the 
lower official rate. 

Now, if this idea is carried too far there will be danger, but where 
a bank keeps a proper balance between its own capital and surplus 
and its own deposits and the loans that it makes, there is added 
safety, for then the loans and deposits tend to expand and contract in 
harmony. 

In such a case, when a period of depression comes, loans and depos- 
its shrink together, because under such a system there has been a 
balance carried against the loan all the time. Banks that make a loan 
and require 15 or 20 per cent balance against that loan keep close to 
shore and do a safer business. 
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This is a feature that should be watched, I think, in the South and 
Southwest in connection with the lower rates that have been estab- 
lished in those sections. 

Senator Hollis. That matter was discussed in the Senate when the 
bill was up, and it was pointed out that there was a very low per- 
centage of the outstanding loans in capital and surplus throughout 
the country, and did you note a tendency to have that percentage 
diminished ? Have you noted it since the system has been in effect ? 

Mr. Harding. There has been no general tendency. In some par- 
ticular cases there has been. It bears watching. 

Senator Hollis. So far as you know, has any country undertaken 
to fix the relations between the amount of the bank's outstanding 
liabilities and its available assets? 

Mr. Harding. I do not know. I have always felt myself that we 
ought to avoid the dangers of an inverted pyramid. We ought to 
have a firm foundation, and when a bank's business expands and its 
deposits grow out of proportion to its capital stock, and become, say, 
10 times as large, there ought to be some way of requiring an increase 
of that capital stock as a basis for further business. 

Senator Hollis. It has been called to our attention in this discus- 
sion that the average, what they call a guarantee or joint-stock sav- 
ings bank, insisted upon a proportion of 5 per cent of capital to the 
amount of business done; that is, deposits taken in and therefore 
invested. 

Mr. Harding. The relation of a bank to the public is twofold. 

A bank is either a creditor or it is a debtor. It is a debtor to its 
depositors and a creditor to its borrowers^ and the law has very 
wisely put restrictions on the amount in which a bank can become a 
creditor. The law limits its loans to 10 per cent of its capital and 
surplus to any person, firm, or corporation, but it makes no limitation 
whatever of the amount that the bank can become indebted to the 
individual. I know of a case where there was a bank, apparently 
prosperous, of $75,000 capital and $15,000 surplus. The controlling 
stock was held by a gentleman who was for years a political power in 
his town. He controlled all of the city business and his bank had 
deposits of over $500,000 belonging to the city. He had maintained 
his control of city finances for about 15 years. Suddenly the legisla- 
ture amended the charter of that city and gave it a commission gov- 
ernment, and the first thin^ the commission did was to look into the 
question of these city deposits and to decide that they should be with- 
drawn from this particular bank. An announcement was made one 
Friday afternoon that these deposits would be transferred to two or 
three other banks on the following Monday. The result was that 
another bank in the town had to come to the rescue of this bank and 
take it over. As the bank had a small capital this large deposit was a 
source of danger to it and its loss was fatal. 

Chairman Moss. In that connection you have stated what seems 
to be the problem the committee is trying to solve, and that is that 
there are large sections of this country in which there are accumu- 
lated savings sufficient to make a large line of deposits and ap- 
parently there has not been any disposition to found banks with 
large capital. Yet there are persons engaged in productive agri- 
culture that desire loans. Now, if the relation is to exist, as you have 
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explained it to the committee, then loans must always bear a relation 
to the capital and deposits, what recommendations could you make 
to the committee to improve credit conditions in those sections of 
which I have spoken, where there is neither sufficient earnings of 
the societies to make the deposits and not, of course, sufficient gains 
from the banking industry to tempt capital to locate other banks ? 

Mr. Harding. Well, I think we ought to reason from experience 
of the ordinary commercial bank, and I think we will all agree that 
if we consider an ordinary bank with a capital of $100,000 and 
$200,000 to $300,000 of deposits, that there should be no dead line 
drawn, with all borrowers on one side and all depositors on the other. 
This would not be an ideal condition. It is best to have depositors 
and borrowers interchangeable. It is best to have the customers of 
the bank occupy a dual relationship — ^they should be both depositors 
and borrowers, and all should have some deposits in bank. It ties 
them better together. This principle will go a long way toward solv- 
ing the question of rates of interest. The average bank in making a 
loan does not make it entirely for sake of the interest received, but 
takes into consideration the business that will result from it. 

In your deliberations it seems to me that you might consider hav- 
ing the farmer borrower realize just what the merchant does when 
he establishes his credit with a bank and borrows money. The 
merchant makes a statement of his affairs, and the farmer ought to 
make a similar statement; and the merchant agrees to carry an 
average balance — and while the farmer may not be able to maintain 
an average balance, it seems to me that the banker should deal very 
candidly with him and say to him, " I can not afford to let you have 
money at 6 or 8 per cent, as I do the merchant; I feel that I must 
have 10 or 12 per cent "; but instead of charging an usurious rate of 
interest he should say to the farmer, " You want to borrow $150 ; 
we are not going to lend you $150 ; we will lend you $175 or $200, and 
we will charge you the legal rate of interest on that amount, but you 
will have to leave all above the $150 which you wish to use on 
deposit in the bank until the loan is paid." 

The farmer then would feel more of an interest in the bank 
because he is a depositor ; he feels more tied to it than if he is purely 
a borrower, and he would be receiving exactly the same treatment 
that the merchant receives. 

Chairman Moss. Is it your opinion that the rediscount power of 
the Federal reserve system can ever be safely extended so as to fix 
the volume of loanable funds in these communities where both the 
.^ capital of the banks are scanty and the deposits still more scanty? 

Mr. Harding. I think it could, but it will necessarily be a slow 
process. I do not think it would be safe to do it suddenly. 

Chairman Moss. What would be your recommendation as to the 
machinery necessary to get it started in those communities? 

Mr. Harding. I should be in favor of educating the agricultural 
borrower, first, to point of making a statement of his affairs to his 
banker and, secondly, of having him give some insurance to the 
banker — not in the way of fire insurance or life insurance, as the 
merchant does, but let him give the banker a feeling of assurance, 
rather, that in making a loan that he would not be called upon for 
: an additional loan to keep the farmer fi-om starving ta death. For 



202 RURAL CREDITS. 

instance, suppose a man who proposes to raise all wheat or all cotton 
should apply for a loan. That would be a risky kind of a loan for 
a bank to make, because there might be a total failure in that par- 
ticular section for that particular crop. There is a plan that is 
being worked out in some localities very successfully, which provides 
that the farmer should go to the bank and make a showing of how 
much land he has under cultivation, how much wood land, and how 
much untillable, and state how much he wishes to plant in a staple 
crop, and then state to the banker just what he wants to do with the 
money he proposes to borrow, how much fertilizer he proposes to 
put oh, and whether he expects to do any fencing, or whether he 
expects to be able to pay the loan out of his crop, or whether it is a 
loan to be renewed for a year or longer. Then, the insurance propo- 
sition ought to come in, so that after discussing the staple crops to 
be produced the farmer would say : " I am going to plant so much 
in potatoes and so much in corn and so much in garden truck and 
things of that sort : I have so many pigs and poultry," so that he can 
show the banker that the staple crop is going to be a cash crop, and 
he can feed his family with meats and vegetables and garden truck 
to be raised on his place. 

I think a farmer of that sort can command very much more 
credit from a bank than a farmer who wants to borrow his monev 
to make one crop and take a chance on making a failure and then go 
to the bank, and say : " I did not make anything, and I will have to 
get you to loan me some more money and carry me over another 
vear." 

I have seen instances in the South where counties, taken as a whole, 
have had to spend more money for shipping in corn from the West 
than they realized from the sale of the cotton crop. 

Chairman Moss. In relation to your suggestion that the farmer 
borrower ought to be a depositor, and in that way more interested 
in his bank — that is not the system imder which the European per- 
sonal credit system has been developed. They permit everybody to 
deposit, but only loan to a member. They compel a borrower to 
have a stock in the bank, and thus the borrow^er is a shareholder in 
the bank, but the depositor has no relation whatever, or may have no 
relation whatever to the borrower. 

Mr. Harding. But he is interested as a shareholder? 

Chairman Moss. Yes. Do you believe that that relation can be 
built up in this country with a joint-stock bank, or would it have to 
be built up with this cooperative bank in which the borrower holds 
stock in the bank itself? 

Mr. Harding. Well, I think that in rural communities it would 
have to be built up through the borrowers holding the stock in the 
bank. 

Chairman Moss. Is it not a much more practicable suggestion to 
work out, that the borrower shall hold stock in the bank rather than 
he shall necessarily be a depositor in the bank ? 

Mr. Harding. What sort of a bank are you talking about ? 

Chairman Moss. I am speaking about a bank to make loans to 
people for agricultural purposes. 

Mr. Harding. Not an ordinary commercial bank ? 

Chairman Moss. Well, we are considering, Mr. Harding, of course, 
agricultural credits, and it does not make any particular difference 
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whether it is an agricultural bank or a commercial bank, as you call 
it. I am going to ask you the question whether there is any difference 
between an agricultural and a commercial bank, and I might as well 
ask you that question now. Is there any difference between what you 
have called a commercial bank and a bank organized to extend com- 
mercial credit? 

Mr. Harding. The essential difference between an agricultural and 
a commercial loan, under the practice that has existed up to this time, 
has been this ; That the commercial customer is a constant depositor 
in the bank and carries a balance there and the farmer does not. 

Chairman Moss. Then I will ask you, is it possible for a commer- 
cial bank — ^your conception of a commercial bank, as you have de- 
fined it — ^to conduct a bank for commercial credit in the sense you 
have defiAed it? 

Mr. Harding. Not to a great degree, because you will find that de- 
mands are made on that bank by regular customers who are de- 
positors at certain times of the year that will absorb all the bank's 
loaning power. 

Chairman Moss. Is your conception of the Federal Reserve System, 
then, that it is fundamentally a commercial bank or that it may be 
extended to take care of agricultural credit, in the sense that you have 
made between the two? 

Mr. Harding. The organization committee, when it made its report 
earlv in 1914, defined the Federal reserve banks as being essentially 
bankers' banks, and I have found it rather difficult to get away from 
the conviction that the Federal reserve banks are primarily commer- 
cial banks, because all through the act a feature is made of short-time 
paper eligible for discount as commercial paper. The chief conces- 
sion made to the farmer is this six months paper, which is limited 
to a percentage of the capital stock of the reserve bank, to be fixed 
by the Federal Reserve Board. I think we can not get away from the 
conviction that these Federal reserve banks are, under the law, first 
of all, bankers' banks, and commercial banks. 

Senator Hollts. It is my recollection that both the six months 
cattle-raising and crop paper were put in in the Senate as a conces- 
sion to men who insisted on some relief to the farm districts. That 
is my recollection of it. 

Mr. Harding. I do not look on the provisions of the act which 
allow the discount of paper secured by warehouse receipts |or com- 
modities or merchandise as any particular concession to agricultural 
interests, or as making these banks agricultural banks, because a 
farmer occupies a dual capacity. In the spring of the year, when he 
is arranging his finances to go ahead with his growing crop, he is to 
some extent then engaged in a speculative enterprise — it is a legiti- 
mate speculation, of course, but still it is a speculative enterprise, be- 
cause the crop has not been grown ; it is in posse rather than in esse. 
But in the fall of the year, after he has produced his wheat or his 
corn or cotton and gets a negotiable warehouse receipt for it after he 
has stored it, and has got it covered by insurance, then, when the 
farmer goes to the bank he becomes, to all intents and purposes, a 
merchant, and he has got the very best kind of convertible collateral. 
He is entitled then to a preferential rate. Then he can make the 
very best paper that a bank can get ; and a farmer at that time of the 
year occupies a totally different position than he does at the begin- 
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ning of the year, when his crops are nonexistent and his paper is, in a 
measure, speculative. The dinerence is one of expectation and accom- 
plishment. 

Senator Hollis. And he ought to pay a different rate of interest ? 

Mr. Harding. And he ought to pay a lower rate of interest. It is 
very important that a farmer should be able, in his capacity of mer- 
chant, to sell to the best advantage. If all farmers, under pressure 
of urgent debts, should be obliged to dump their products on the 
market during two or three months the result would b^ a depression 
in price, so that their products w^ould not bring what they are really- 
worth. Conservation of the market for what the farmer produces is 
just as necessary as assistance in production. 

Senator Smith. He will be able to take care of himself during the 
productive season? 

Mr. Harding. You will find that the farmer this coming spring is 
going to be in a far better position than he was last year. Consider 
the price of cotton; the farmer gets about twice as much for cotton 
as he did a year ago, and three times as much for the seed. Continue 
these conditions and he will soon be independent. 

Senator Smith. And he will be able to take care of himself during 
the productive season? 

Mr. Harding. Certainly. 

Chairman Moss. I have a few questions I would like to ask you. 

Mr. Harding. I spoke of the Federal reserve act as essentially a 
commercial banking act, but I wish to dwell upon the great good it 
does in the agricultural sections in the fall of the year by helping the 
farmers to market their crops. Its effectiveness is then more ap- 
parent than in the spring of the year. But any shortcomings in the 
act from a farmer's viewpoint will be overcome eventually, because 
when you enable the farmer to market his crops successfully over a 
period of two or three consecutive years he is going to be more inde- 
pendent financially when planting time comes. 

Chairman Moss. It has appeared in our hearings that agricultural 
borrowers in the United States are paying a higher average rate than 
commercial borrowers. If that be true, is there any valid reason, 
from a banking viewpoint, why solvent farmer borrowers should be 
charged a higher interest rate than other borrowers? 

Mr. Haruing. There is no valid reason, if there is absolutely unim- 
peachable collateral to put up. In fact, they ought to have a pref- 
erential rate. In the spring of the year there is a reason, because the 
lender thinks he is taking a chance on the uncertainties of the season 
and the vicissitudes of the crop. 

Senator Hollis. Let me ask this, Mr. Chairman. Is it your ob- 
servation, Mr. Harding, that banks make a larger percentage of 
losses to farmers than on their loans to commercial borrowers? 

Mr. Harding. No; I think they make smaller percentages of losses, 
because they get those loans secured better ; but, at the same time, a 
farmer feels that giving this security is more or less of a hardship. 
He knows the merchant can ^o to the bank and make a statement and 
borrow on his own credit, without giving any security. A merchant 
could not very well give security, because a mortgage on his goods 
would amount to an act of bankruptcy. But the farmer sometimes 
has to give a mortgage on his real estate and almost always on his 
live stock and agricultural implements and on his growing crops. 
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Senator Mollis. Then they really do not have the excuse for the 
higher rate that they are taking an extraordinarily high risk? 

Mr. Harding. There is this to be considered — if the farmer is unable 
to pay up in the fall, the banker is up against this kind of a propo- 
sition : Suppose he has loaned the farmer $750, and the farmer says, 
" I have made a poor crop," and tells a hard-luck story. " I can only 
pay you $250." Nine times out of ten the banker, rather than close 
the man out, says, " I will carry you over next year." So, then, there 
is $500 carried over and further advances for next year's crop. The 
debt thus is pyramided. 

Senator Hollis. If the experience of the past is that essentially 
the bank does not lose, it ought not to charge more for that risk. 
Until it is more risk, that would not be an element to build up the 
interest rate? 

Mr. Harding. I think you should consider the letigth of time that 
the loan has to run and the character of the loan. Then there is the 
principle of retail and wholesale. A wholesaler can always buy 
goods cheaper than a retailer can; but I can say this for the banks: 
Even in the South, wherever you find a bank with a large capital and 
surplus and that has been able to build up a large line of deposits, 
I do not Imow of any discrimination against agricultural loans that 
such banks make. I have had some experience as a banker in that 
section and have made many loans secured by farmers' collaterals, 
sueh as crop liens and chattel mortgages. Some of these loans were 
to iarmers direct, some to merchants, and some to country banks. 
They were all taken on the basis of legal rates of discount, with a 
reduction for balances carried against them. Wherever the farmer 
borrower could carry a balance, as the merchant and the country 
banks did, he was given the same concession in rate. During my 
connection with it, covering a period of 18 years, the bank made 
about $20,000,000 of loans secured by farmers' paper and liens, and 
the losses were negligible — I think about $800 for the entire time. 

Senator Hou^is. That is very interesting. 

Chairman Moss, Would you question a statement that had been 
made by Mr. Thompson in presenting his statistics 

Mr. Harding (interposing). But the main reason why the small 
banks in the South have charged high rates of interest has been 
that so many borrowers are unable to carry balances, and they have 
felt that they could not give such borrowers the same rate of inter- 
est that they give to a merchant who makes daily deposits and who 
carries a steady balance. Bankers have felt that in such cases uni- 
formity in rates would be really a discrimination in favor of the 
farmer who carries no balance. 

Representative Lever. Is it not a fact that if I went to the bank 
in the spring to borrow $100, and if a banker would permit me to 
borrow it and place the $10U to my credit, I would draw it out 
from time to time ? Is not that true ? That has been my experitoce 
down in South Carolina, that if I wanted $100 to carry me through to 
the fall I would go to the bank in the spring and say, " I would like 
to have $100 ; here is my collateral," and he said, "AH right ; I will 
let you have it." Does it not lie there usually and I draw it out 
from time to time as I need it ? 

Mr. Harding. You usually have it out of there by the middle of 
June, do you not? 
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Eepresentative Lever. By the 1st of June, anyhow. 

Mr. Harding. There is another angle to this. There is the ques- 
tion of commitments; I think those of us who have had any experi- 
ence in farm loans Imow this. I do not know what the rule is in 
New Hampshire or in Indiana, but I know in Alabama and Georgia 
this situation arises : Along about the middle of January there will 
be a good many country merchants and bankers who come to town, 
and they will call at the bank and say, " How was our account last ( 

year ? " And, if assured that it was satisfactory, then they will say, 
" How much are you going to let us have this year ? " and the banker 
will say, " How much do you want ? " " Well," the reply may be, 
'' I want $10,000, and what are you going to charge me for it ? '' 
They will agree on a rate, and then the city banker will say to the 
country banker or merchant, "When do you want this money? " I 
am speaking now particularly of the country merchant or banker 
who in turn loans direct to the farmers in his locality. He will say : 
" The farmers will come in at various times and arrange for money 
as they need it, so I will want $2,000 in March and about $2,000 in 
April and about $2,500 in May, and then I will want the balance in 
June and July." The city banker then will make a little memoran- 
dum like this: "Mr. Jones has arranged for a line of credit for 
$10,000 this year, and we will charge him 7 per cent for it." 

Now, does Mr. Jones make his note for $10,000 then and there and 
discount it and close the transaction up at whatever rate is agreed 
upon, 6 or 7 or 8 per cent ? He does not do that. He has taken an 
Option on that money. The city bank stands committed to let him 
have that money, and he takes it whenever it suits him. Along in 
the month of January, February, and March, whenever it suits his 
convenience or at any other time in the year, he sends in his note 
and the bank is obliged to keep that money ready for him — in a 
number of cases paying interest on it against the time when those 
commitments are called for — awaiting his pleasure. 

Chairman Moss. I do not quite understand your position. Have 
you any reason to challenge the statement that has been put in the 
record that the farmers from the United States are paying higher 
average rates than commercial borrowers? 

Mr. Harding. Probably they are, but I doubt if the rate would 
be so very much higher if the transactions were analysed and figures 
made from the date of the commitments and due allowance given to 
the deposit balances kept by commercial borrowers. 

Chairman Moss. It has been stated in the record by the Comptroller 
of the Currency that farmers living in Canada are granted a lower 
rate than farmers in the United States in equal proximity to the \ 

international line. Have you any information as to whether that 

be a fact? 

Mr. Harding. I assume that is a fact, if the comptroller says so. 

Chairman Moss. If it is, what is the explanation of it? 

Mr. Harding. I think that it admits of a comparatively simple ex- 
planation. In Canada the banking business is controlled by a few 
large independent banks. There are only about 14 independent banks 
and against over 27,000 independent banks in this country. Those 
Canadian banks have their branches in all sections of the Dominion, 
and their organization is not expensive. The manager of each local i 

bank which has no segregated capital reports to the head office, and 
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the whole thing is worked out scientifically. The banks have the 
whole Dominion, from the Atlantic to the Pacific, in which to gather 
up their deposits, using them wherever they may be needed, and they 
thereby stabalize the rate; whereas just across the line, in Montana 
and North Dakota, we have our system of independent banks, where 
each bank has its own capital stock, with its own officers and direc- 
tors, and, until recently, with no coordination or cooperation with any 
other bank. The overhead expense for a small bank is so heavy that 
It can not exist and lend money at rates as low as those charged by 
large banks. I think that one solution of high interest rates m this 
country if attempted will develop opposition on the part of small in- 
depenaent banks. I think that interest rates in rural districts would 
be lowered if the bank act were amended so as to provide for the 
establishment by national banks of branches under such limitations 
as would prevent a monopoly by any large bank or banking group. 
The suggestion has been made that the law be amended so as to per- 
mit a national bank to establish a branch or branches within its own 
city or county. If these branches could be operated more economically 
than an independent bank, lower interest rates would probably result, 
dependent, however, upon the general supply of money and the de- 
mand for loans. 

Any bank permitted to establish branches should be required to 
have sufficient amount of capital to provide, in case of segregation, for 
the capital prescribed for independent banks at the points where the 
branches are located. For instance, if a bank in a city of 100,000 
people desired to establish five branches, and if one of those branches 
would, under the law as an independent bank, be required to have 
$50,000 capital, and the other four would be required to have $25,000 
capital and the main bank have a capital of $200,000, that would be 
$350,000. In other words, the parent bank ought to have a capital 
of $350,000 in order to maintain its branches. 

Mr. Warburg. Might I ask Mr. Harding to bring out this point? 
Is it not a fact that the agricultural rates are particularly high be- 
cause the credit of the banks in rural districts is so weak? 

Mr. Harding. That is true. 

Mr. Harding. There has been some improvement in rates in the 
last 15 years. In the section of the country with which I am most 
familiar I can remember, when I first went in the banking business, 
that in the State of Alabama, for instance, there were only 30 banks 
in the State, and now there are about 350, and in those days the 
farmers used to make their credit arrangements with merchants 
almost entirely, sometimes with commission merchants, who charged 
them a -commission on everything they bought for them — on all the 
cotton required to be shipped to them and a commission on the sale 
of their products and so on — ^and I suspect a credit arrangement 
would cost in those days about 30 per cent per annum. There has 
been an improvement. Since these country banks have been organ- 
ized there has been a very decided improvement in the matter of 
credits. Of course, 12 per cent is a usurious rate of interest, but it is 
a good deal better than 25 per cent or 30 per cent, and I think you 
will find, in the Carolinas and Georgia and Alabama, that most any 
of those banks will accommodate the farmers on about a 12 per cent 
basis, and they have been enabled to do that very largely by reason 
of the changed attitude of the New York banks. I can remember the 
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time when a New York bank in discounting for a bank in the South 
would not consider any paper at all unless it had a commercial rating. 
You would send a lot of paper up there for rediscount, and the first 
thing the bank would do would be to look the names up in Dun's and 
Bradstreet's to find what the rating was, and if you would send a 
mortgage on a muley-headed cow vt a blue mule or a yoke of oxen, 
they would laugh at you. I think the National Park Bank was the 
first that got into this business. They went into it about 18 years ago 
and the others followed suit, and now you find that the Hanover, the 
National City, and the Chase and the National Bank of Commerce 
and the Mechanics and Metals, the Seaboard, and other important 
banks in New -York cater to this class of business. It is so well 
established now that you can not organize a bank in any hamlet in 
the South without receiving letters from some of these banks solicit- 
ing business. 

Senator Hollis. Do not they depend more on the credit of the 
bank than they do on the individual credit of the maker of the loan 
from the local bank? 

Mr. Harding. They can not depend very much on the individual 
bank if there is only $25,000 capital. They feel that the risk is pretty 
well distributed. They have had the same experience as I have had. 
They have found that the losses were small in dealing with some of 
these country banks. I have seen banks fail that owed my bank 
$35j000 or $40,000, but we never lost one cent thereby. We had se- 
curity, and we went ahead and collected from the maker of the notes. 
Sometimes it took us two years to do it and a good deal of trouble, but 
we have never lost a cent. 

Representative Lever. If there had been an improved credit con- 
dition in your section of the country and mine in the last 15 years, 
has it not been due largely to this fact : That the bankers have during 
the last 15 years gradually come to a point of more and more dealing 
directly with the farmer and not through the merchant ? 

Mr. Harding. Yes. 

Kepresentative Lever. I have been staggered with some figures that 
I have seen quoted in newspapers giving the difference in the rate of 
interest in cash transactions with the merchants and credit transac- 
tions, and the average runs up to about 70 per cent, and that state- 
ment was made in a very reliable newspaper, the Progressive Farmer, 
of which you know something about, and I have undertaken the last 
three or four weeks to verify those facts or disprove them, as the case 
might be, by referring the statement to some people in my own dis- 
trict whom I know, without telling them anything at all about the 
subject matter of my inquiry, and they have verified that statement 
without knowing what I wanted them to say. 

Mr. Harding. I think it is a very good thing to bring the banks 
and the farmers together, and not let the merchant be the banker. 

Representative Lever. I was in hopes that you would submit that 
statement of the ideal condition that ought to exist, through the 
process of education and an understanding of business methods, by 
also saying that it was up to the banker of the country to become 
so educated as to deal directly with the farmer instead of with these 
merchants. 

Mr. Harding. Oh, it is. I am just coming to that now, that you 
take the merchant out of the banking business and give him some 
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cash customers, and the competition between the merchants for the 
trade is going to be so great that the farmer can buy his goods to 
the best advantage. He can buy at the lowest figures. Don't you see ? 

Kepresentative Lever. Exactly. 

Mr. Harding. Now, there is another thing. I was struck with the 
condition in New Hampshire. I made a trip up into New Hampshire 
some 30 years ago, and I noticed that those farmers were busy all 
the time doing somethings In winter they cut ice and stored that 
away, and the bams are a lot bigger than the dwelling houses. On 
most of the farms you see there is a little bit of a house and adjoin- 
ing that is the big bam where thev take care of provender and live 
stock. They are busy prettj much all the year. In the South the 
farmer is busy from six to eight months, and the balance of the time 
he is not fully employed. If he had something to employ his time he 
would be very much better off. You take a merchant or a doctor or 
anybody else that only works six months of the year, he can only, 
make one-half of a living. 

Chairman Moss. I think that Gov. Hamlin stated that, exclusive 
of foreign acceptances, six months' paper constituted 10 per cent 
of the rediscounts granted by the Federal Reserve System. What, 
in^your opinion, would be the proper maximum volume of redis- 
counts which the Federal Reserve System can safely grant on six 
months' maturity under present conditions? 

Mr. Harding. They could grant $54,000,000. That is, under the 
law. It is 100 per cent of the capital. Whether they could safely do 
any more than that I won't say. That is all that under the law 
they could do. 

Chairman Moss. In your opinion is the present relation which 
exists between the rate quoted by our banks, by the Federal reserve 
banks, and the rate actually charged farm borrowers equitable? 

Mr. Harding. In some cases it is and in some cases it is not. I 
think some banks charge too high interest; some, I think, are 
reasonable. 

Senator Hollis. Mr. Harding, I would like to have it appear in 
your statement, if it is a fact, and I understand it is, that in many 
cases the reason the small banks charge so much, charge so high a 
rate of interest, is that the business is small and that the overhead 
charges are so great proportionately that they can not earn any 
dividend; that that is the reason they charge very high rates? 

Mr. Harding. That is a fact. There is another thing I would like 
to bring out right there. I think that we have too many small banks 
in this country, and I think there is too much of a waste in the capital 
employed. They have not been able to develop a business to support 
this capital. I know of cases where banks have been organized 
without any business reason whatever, but simply because some man 
has made a little money shoeing horses or in some other line of busi- 
ness like that and wants to start a bank, so as to rise in the social 
scale, and another case is when a man who has made some money has 
a boy who has been to school and learned a few things and he wants 
him to rise in the social scale and he organizes a bank for him, and 
banks are started for reasons of that sort rather than for business 
reasons. 

45712—16 14 
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I think it is also true that too much disjointed competition defeats 
its own object. You come to a point where there is no real competi- 
tion for having too much. You recollect 18 years ago in the city of 
Boston at one time there were 61 national banks in Boston, and you 
remember what happened in 1898 and 1899. Those banks were found 
to be unprofitable and they were merged into about 15 banks. 

Senator Hollis. And let a few presidents out of a job? 

Mr. Harding. And let a few bank presidents out of a job. That 
was unfortunate for them. You take the eilect on the body politic 
generally, however, and it was very good. Money rates are lower 
and credits are better and more liberal. The same thing happened 
in New York. You take the clearing-house sheets in New York, the 
old original numbers — No. 1 and No. 3. and then they skip to No. 
10 and to No. 20. You have only got 8 or 10 national banks in New 
York that are well known throughout the country. And the same 
situation exists in New Orleans, and the same thing in my town of 
Birmingham, where we had 7 national banks some years ago, and 
about 15 other banks, and it was boiled down and is boiled down now, 
with safer conditions and lower rates as the consequence. 

Senator Hollis. Do you think that the consolidations have re- 
sulted in lower rates ? 

Mr. Harding. I think they have, decidedly. You will find the 
same situation in Chicago. You will find it also in St. Louis, and it 
seems to me that this same idea has got to spread to the countrv dis- 
tricts, where they have had a multiplicity of banks, and the result will 
be better service and lower rates, with a greater concentration of 
money. Mergers have done away with competition, because you can 
have as much competition between a small number oi strong units 
as between a large number of weak units. In the country districts 
I know plenty of towns with only 1,500 or 2,000 people which have 
three or four banks, where two banks would do the business just as 
well and much more economically. 

Senator Hollis. It may be interesting to state that I spent two 
or three months in the Canadian Provinces this year, and there was 
a feeling all through those communities that, because they merely had 
a branch of a single big bank, they were too much in the power of 
the men who happened to be officials of that bank. They thought 
that if there was another place for them to go they could do much 
better. There would be a branch of one of these big banks in a com- 
munity, and there would not be another one for 40 miles. 

Mr. Harding. 1 do not wish to be understood as being an advocate 
of the Canadian system. 

Senator Hollis. It has very much in it to recommend it. 

Mr. Harding. I have always believed, as between the two ex- 
tremes, between our system on the one hand and the Canadian system 
on the other, that there may be some desirable mean between those 
two, and that is what I was trying to bring out when I referred to 
our national banks having branches. 

Chairman Moss. Speaking of small banks, define the term " small 
banks " so we can understand it. What would you constitute a small 
bank? 

Mr. Harding. It would depend on the section of the country that 
you refer to. The national banks in small towns are allowed to 
capitalize as low as $25,000. The act of March, 1900, authorized the 
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establishment of national banks with as low a capital as $25,000. I 
would call them small banks, so far as national banks are concerned. 
Yet, in some sections a bank of $25,000 capital is not a small bank 
because in those conmiunities there are other banks with a capital 
of $15,000 or even $10,000. 

Chairman Moss. Is the committee to understand from your state- 
ment that in your opinion that there are too many small banks now 
chartered in the United States? That the law ought to be amended 
and take away charters from $25,000 banks? 

Mr. Harding. No ; I do not think I would advocate that. I do 
not think it is necessary. 

Chairman Moss. Would you make any change whatever in the law 
requiring capitalization of banks to be $25,000 or over ? 

Senator Hollis. National banks, you mean ? 

Chairman Moss. Of course, we are speaking of national banks. 

Mr. Harding. If Congress had entire control of the banking situ- 
ation in this country, I think I could recommend some changes, but 
in view of the fact that we have the competition of State banks, 
and there are 48 different States and different banking conditions to 
meet in each case, I do not think I would. 

Chairman Moss. The committee understood you to say that in some 
oases the relation between the rate charged member banks and t&e 
rate those member banks charged the borrowers were not equitable. 
There have been certain recommendations made to cure that to the 
committee. One you have already discussed — ^branch banks. There 
has been a recommendation in regard to a national usury law. What 
do you think about that? That is, fixing a limit upon which banks 
they loan to their customers. Do you think that matter is worthy 
of consideration ? 

Mr. Harding. I hardly think so. 

Chairman Moss. You think not? 

Mr. Harding. AH the States have usury laws, and there is a sec- 
tion of the national-bank act 

Chairman Moss (interposing). It has also been suggested in some 
sections of the country that banks pay too high a rate on some de- 
posits. You have discussed that. It has been stated that in some 
sections that they pay as high as 7 per cent on deposits. In your 
opinion is that suggestion worth considering? 

Mr. Harding. I think it is. 

Chairman Moss. Have you any recommendations to make in re- 
gard to that ? 

Mr. Harding. I hardly feel like making any recommendations on 
that subject offhand. I would like to study that a little more; that is 
a pretty complex question. In some sections we have mutual savings 
banks, managed by trustees, that have no capital stock, and in other 
sections we have no mutual savings banks, but banks with capital 
doing this kind of business, but there is one great trouble that I have 
noticed about this paying interest on deposits, as far as the com- 
munity itself is concerned. It is very well to encourage thrift and to 
build up savings accounts within certain limitations, but if you get 
the whole community to feeling that " here is a good opportunity of 
having our cake and eating it, too — ^keeping our money in bank and 
getting 4 or 5 or 6 or 7 per cent interest on it," it stunts individual 
enterprise in that community. It makes the individual less disposed 
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to go out and do developing, and the first thing you know these banks 
that have built up a large line of accounts — I am now speaking about 
industrial communities more than country districts— ;^t restless in 
periods of easy money like we have been going through the last six 
months. They have a large line of deposits, and they look around for 
all sorts of things more or less in the nature of promotions and fixed 
investments, and this brings about an unhealthy condition. 

It seems to me just offhand that possibly one idea you should think 
of would be the limitation of the amount that a bank could receive 
irom any one person on interest — ^that is, just as the postal savings 
banks are limited. 

Chairman Moss. Yes. The Federal Reserve Board sought to put a 
rate of interest on commodity paper by fixing 3 per cent on the bank 
rediscounting the paper, which had received only 6 per cent thereon, 
including commissions. Now, is it your idea that the limit in those 
instances — in fixing a loan rate — ^is it your thought that that situation 
should be confined just to commodity paper alone, or that it be 
extended to other loans? 

Mr. Harding. I do not think that the commodity regulation has 
been entirely understood, Mr. Chairman. Under that regulation 
there is no pressure brought to bear on any member banks to limit 
their rate to 6 per cent. For instance, if a bank chose to charge 7 per 
cent or 8 per cent, it could discount with the Federal reserve bank 
that identical paper, but not as commodity paper, but as commercial 
paper, and probably pay 4 per cent or 4^ per cent on it. The idea in 
establishing that extraordinarily low rate of 3 per cent was that it 
was thought desirable that the actual producer of the commodity 
should get some benefit from it, and that banks who felt that they 
could not ordinarily loan money at 6 per cent would have an oppor- 
tunity of making a differential in favor of the producer, because by 
giving him a 6 per cent rate they could get a rediscount rate of 3 per 
cent, which they could not get otherwise. 

Chairman Moss. Of course, the committee understands that the 
Federal reserve banks make their loans without any regard what- 
ever to the question of usury. They have no information about that. 
However, it seems to me that your last statement would seem to in- 
dicate that you still keep in view that the 3 per cent was a special 
rate, only to be given in view of the rate at which it was loaned; in 
other words, if the paper was presented without that limitation, it 
would be granted a 4 per cent or a 4^ per cent rate, but if it was pre- 
sented as commodity paper, a 3 per cent rate would be accorded it, 
and it would still carry with it the obligation of loaning at 6 per 
cent. Is that not trues 

Mr. Harding. Yes, sir. 

Chairman Moss. Does not that question bring up the question 
that the Federal Reserve Board was trying to take an upset rate ? 

Mr. Harding. I think the Federal Reserve Board was trying to 
encourage the banks to reduce their rates on that class of paper. We 
felt, that unless something of that sort was put in this commodity 
regulation, a good many of these banks would say, "This is very 
nice ; we are very much obliged to you for this 3 per cent rate," and 
then they would continue to make loans at 10 or 12 per cent, and it 
was to insure the making of the loan at 6 per cent that this provisiwi 
was incorporated. 
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Chairman Moss. You have explained, and I think rightly, about 
the relations between capitalization of banks and the volume of 
loans. The French system of agricultural loaning to farmers is 
based on regional banks, whose capital is provided by the Govern- 
ment, and they have associated wdth them corporated companies 
where the memoers of course carry their own liability. What is your 
opinion about the advisability in certain sections of the United States 
of founding those intermediate or i-egional banks, endowing them 
with Government capital expressly to deal with mutual associations 
formed by farmers, and thereby carry directly the Government rate 
to the farmers of those, where banking capital is apparently not 
sufficient tc carry on that work 'i 

Mr. Hakdikg. There is a question there of theory and practice 
. to be considered. 

Chairman Moss. The question, Mr. Harding; is suggested by this. 
I inferred from your discussion that you did not believe that the 
rediscount rate ; that is, a bank with four capitals 

Mr. Harding (interposing). May I ask if Mr. David Lubin has 
been before this committee? 

Chairman Moss. Yes, sir. Not, however, discussing the question 
of personal rural credits. 

Mr. Harotnc. Did he explain the Landschaf t system ? 

Chairman Moss. Yes, sir. He was discussing long-time credits, 
and not personal rural short-time credits. 

Mr. Harding. About this loaning to farmers? 

Chairnum Moss. The European sj^stem of banking has not been 
discussed before the committee, because it was presumed that each 
member was familiar with the proposition and knew it. The only 
question is Avhat modificatidn might be made, in view of that system, 
under American conditions? 

Mr. Harding. Just on that point, the present banking system is 
an outgrowth of a great many years' experience, and, as you know, 
there have been a great many bank failures, particularly among the 
State banks, in the last 25 years, and it seemed to me that if we 
could utilize this experience and find some way to create these new 
agencies out of existing organizations, and let them contribute in 
some way and utilize their experience and take advantage of the 
facilities that they have, it might be very well to do so^ I think 
Mr. Warburg has some ideas along these lines which will be inter- 
esting to this committee. 

Chairman Moss. In Wisconsin a majority of the farm loans are 
extended by State banks. Either 60 per cent or 65 per cent of the 
Wisconsin farm loans are extended by State banks, and the average 
loan to farmers in Wisconsin is low^er than in either one of the other 
States in that particular geographical group, where a majority of 
the loans is made by national banks. That would indicate that 
the rediscount rate even in the very thickly populated States of 
Ohio, Illinois, Indiana, Wisconsin, and Michigan — that the discount 
rate has had no effect whatever in reducing the average rate of 
farm loans, because in Wisconsin there is a lower average rate of 
the State banks than in those States where the national banks hold a 
preponderance. 

Mr. Harding. Wisconsin is one of our most thrifty States, is it 
not? 
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Chairman Moss. I am not familiar with the local conditions, 
never having been in the State but a time or two. The question, 
however, in regard to these newer banks was brought out in my mind 
by the statement, as I understood you to say, not only do we have 
too many small banks, but that it was not a safe banking proposition 
under the Federal reserve system for a bank with small capital to 
rediscount a large line of paper. Now, if that be true, inasmuch as 
you can not possibly build up in these thinly populated sections of 
the country the banks of large capital, it seems to me that that 
necessarily limits the possibility of bringing the reserve rate effec- 
tively into the agricultural districts where it is most needed. If that 
is true, and if that is the opinion of the board, it seems to me a 
necessity that the Government itself would have to provide the 
capital by an intermediate bank. That is the deduction that came 
into my mind. 

Mr. Harding. That would be one way of doing it, of course. 

Chairman Moss. If there is any other way, we would be very glad 
to have the board tell us about it. 

Mr. Harding. There is one point I did not bring out — one point 
that the ordinary banker has to keep in mind — and that is the lia- 
bility he has to the public on account of his deposits. What is going 
to happen if he should have an immediate demand on him for a 
return of deposits? That is what troubles the ordinary banker. If 
there were some way of avoiding this and creating another class 
of banks that had no demand liabilities in the shape of deposits, 
which are demand liabilities or which can be drawn within 30 days, 
and create more of an investment proposition, then it seems to me 
you have gone a long way in solving this question. Whether the 
Government supplies the capital or the individual supplies it is an- 
other matter. 

Chairman Moss. The real purpose I had was to get an opinion 
precisely as to the limits to which the Federal Eeserve Board might 
be used to serve agricultural commodities in those districts where 
we recognize that it is a hard problem. 

Mr. Harding. I think the greatest service the board can render is 
to assist the agricultural districts with low rates in the fall of the 
year, when they have to market their crops. Of course, the other is 
limited because they can only loan $54,000,000, all told, on six-months' 
paper. 

Cl^airman Moss. You do not think it is necessary to meet the needs 
of the farmer in growing his crop? 

Mr. Harding. It is some help, but that $54,000,000 is in itself 
inadequate. 

Chairman Moss. Is it the opinion of your board that the rate of 3 
per cent on commodity paper can be maintained as a stable rate to 
member bankj and be counted on from year to year ? 

Mr. Harding. It would be pretty hard to express an opinion on 
that point, because we have such variations in rates. Compare con- 
ditions existing now and conditions that existed in October, 1914. 
We could never have established any such rate as that in October, 
1914, and I do not know what the conditions will be one or two years 
from now. But it is always feasible to maintain a preferential rate 
on that kind of paper. 
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Chairman Moss. The question, then, was a 3 per cent rate extended 
simply as an emergency rate at that particular time, or does it 
represent a jfixed policy with the whole system ? 

Mr. Harding. I am not speaking for any member of the board 
myself, but I say it represents a policy to give a preferential rate. 
This was not fixed because it was 3 per cent or 6 per cent, or as an 
absolute rate, but it was with reference to other rates that prevailed. 
For instance, the ordinary discount rate being 4 per cent we thought 
that the commodity actually produced and salable and self -liquidat- 
ing was entitled to preferential treatment. 

Chairman Moss. And the degree of preference would be fixed 
from time to time as conditions might prevail ? 

Mr. Harding. Yes; the preference would be determined from time 
to time, as conditions might vary, but I think a preferential rate is 
justified this year, and that a preference will be justified next year 
and the year after. 

Chairman Moss. I have no further questions. If Mr. Warburg 
has any comments he cares to make, we would be very glad to hear 
him. 

STATEMENT OF HON. PAUL M. WABBURG, MEMBE& OF FEDERAL 

RESERVE BOARD. 

Mr. Warburg. I have nothing particular. Mr. Harding has given 
you the thought of rural credits, and I only came along upon invi- 
tation. 

Coming down this morning, I suggested to Mr. Harding a thought, 
and I think that is what he referred to in his statement. It struck 
me that one of the difficulties was that in the law as contemplated 
you are dealing with $10,000 units, which is a very difiicult problem 
in itself, because the limit of expenses in running a $10,000 unit are 
such that you can really get only an office boy. You really can not 
get a real man to manage the atfairs of such a small concern. 

On the other hand, a $10,000 unit has no credit whatever in redis- 
counting its bonds or placing them with the larger concerns. I was 
wondering whether the following suggestion might not possibly be 
considered by your committee. We are contemplating in the board 
to suggest to Congress whether it would not be advisable to amend 
the Federal reserve act so as to permit national banks to subscribe 
to banks which would be organized to do a business in foreign coun- 
tries. You are familiar with thai. 

Now, could we not in a similar way amend the act to permit 
member banks to subscribe to a limited percentage of their capital — 
say 10 per cent — for stock of certain banks organized to do a mort- 
gage business? It would be understood that such subscriptions 
would not encroach upon the minimum capitalization prescribed by 
law for each locality. In other words, a bank could not subscribe 
out of the minimum of $25,000, but it would have to increase its 
capital in order to be permitted to subscribe to the mortgage bank's 
stock. In restricting each mortgage bank to State lines you would 
get many member banks of the State interested in one large mort- 
gage bank and you could use the existing organization of the member 
banks in placing the bonds of tlie mortgage bank and also in placing 
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the loans for or with the mortgage bank. You could thus secure the 
services of the local presidents of the member banks. You would 
not incur any additional expense in getting these men, and you 
would get real men. If you permitted these member banks thus to 
act as agents, charging a small commission, like the banks and bank- 
ers of Europe operating for mortgage banks, you would secure an 
expert and effectual organization. They would be familiar with and 
interested in the affairs of the mortgage bank and would prove a 
most valuable factor in creating confidence in and a market for the 
bonds of the mortgage bank. You would secure upon a business 
basis strong mortgage banks with a substantial capital and a cheap 
and simple plan of operation. 

Incidentally it would afford an additional attraction to member- 
ship in the Federal reserve system, because it is something new that 
you could give the members. I submit this thought in this some- 
what crude form simply as a suggestion. It am not prepared at this 
time to submit a detailed plan, but think it could be developed to 
meet the most important requirements of the case. I could imagine 
that the stock, which might be paid in only in part, would receive a 
certain dividend, after which on^-half of the excess might be credited 
to the borrowers on their amortization accounts, wnile the other 
half would again accrue to the stockholders. Thus the stockholder 
and the borrower would share alike in the earnings after a reasonable 
rate of interest had been paid on the funds actually paid in. Where 
necessary to complete a minimum capitalization, the Government 
might subscribe for some portion of the stock — possibly it might 
even take a deferred stock in order to encourage subscriptions from 
the banks and the public, though personally, if it should prove feas- 
ible, I should prefer to see the system launched w4th Government 
supervision but without drawing upon the funds of the Government. 

I agree with almost everything that Mr. Harding has said, except 
what he said about a national usury law. I do not know that I have 
very definite thoughts on the subject whether a national usury law" 
could be enacted to good effect, but I should like to express a general 
principle bearing upon the subject: 

Senator Hollis. There is, of coarse, as you know, a provision 
forbidding usury by a national bank. What it needs is a penalty, if 
anything. 

Mr. Warburg. What I have in mind is this, Senator. I think our 
present usury laws are not scientific. Usury abroad is considered to 
exist only where there is extortion, and where the man w^ho takes the 
loan is in dire stress. But it Avould appear illogical to say that a 
bank would be guilty of usury for making a loan in excess of ^ 
per cent to a person of immense wealth and financial independence. 
Usury exists only where a man can not help himself and is subject 
to extortion. I was thinking, for instance, of our Federal reserve 
system. It is very well conceivable that if conditions arise as we 
had them last fall, when the Bank of England increased its rate to 
10 per cent and the Beichsbank increased its rate to 8 per cent 
and the Bank of France increased its rate to 8 per cent, that if 6 per 
cent were our limit, they would draw away from us all the gold we 
had, because it would go to the foreign markets where interest rates 
were so much higher. The Federal reserve banks can take higher 
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rates. They are not bound by usury laws, but our member banks in 
that case would be helpless. I think it is a condition which has not 
been fully considered. At present the limits are arbitrary. In 
North Carolina you have 6 per cent and in South Carolina you have 
8 per cent. The laws are not uniform in that respect. 

Senator Hollis. That indicates in North Carolina where we have 
a usury law that it does have a tendency to hold the interest down. 
This suggestion had been made that we put on a penalty when they 
get up to some rate, say of 12 per cent — put no penalty on until you 
reach that point, but fix some point that will be clearly based on 
something besides the foreign market. 

Mr. Warburg. What I have in mind is this: I do not want to be 
understood as arguing for 12 per cent rates. I think a 6 per cent 
rate, at times, when money is worth 2, may be usurious, and 6 per cent 
at times when money is worth 8 per cent is not usurious. But the 
question I had in mmd was whether — if the element of extortion is 
not considered — ^the upper limit should not have some relation 
possibly to the Federal reserve banks' interest rates and have the 
usury limit fluctuate as our Federal reserve bank rates fluctuate. 

Mr. Harding. The Interstate Comraer^^ Commission, vou know, 
regulates the railroad rates. Perhaps you could amend the usury 
law in the manner Mr. Warburg has brought out. I would like to 
offer a suggestion, that, in considering a national usury law, you 
consider the enforcement of the law by the Federal Reserve Board. 
In some cases you may see fit to allow a discoimt rate of one thing 
and in other cases different rates, according to the peculiar condi- 
tions. 

Mr. Warburg. If a man makes a loan of $20 and he is charged 25 
cents for. that, that may be technically a violation of the law, because 
it might figure out 20 per cent, and there is no escape from that 
under the present laws. I only wanted to point out that there are 
certain conditions as to usury which are worth while investigating. 
I have given this matter very serious thought for many years and 
therefore ventured to call your attention to it, particularly to the 
point that extortion should be made an element of the question. There 
are cases where men were charged 8 per cent, and that constituted 
usury. On the other hand, if a strong firm got a million at 8 per 
cent in case of a panic, that, from a moral and business point of vieAv. 
would have been right. 

As to the question of general interest rates, if you will permit ine 
just a few minutes, I should like to say a word. I think that 
equalization of interest rates will go hand in hand with e(|ualization 
of banking standards. That is to say, the local individual loan you 
can not equalize — there will always be a difference between a weak 
loan and a good loan. Thus, if a man comes to me and wants to 
make a loan and he is not worth anything, yet he is willing to pay me 
8 per cent, there is a great difference in the risk between such a bor- 
rower and a man, paying me only 4 per cent, whose credit is ex- 
cellent. 

But the factor that ought to have a tendency to equalize the rates all 
over the country is the bank indorsement. As the bank indorsement 
becomes more equal and as the Federal Eeserve System brings about 
a better knowledge of conditions at each bank, the indorsement of a 
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bank will be better known and appreciated in different paits of the 
country, and paper indorsed by one bank will freely flow into the 
portfolios of other banks. That is what we call liquidity of com- 
mercial paper, and that is what is going to bring greater equality of 
rates the country over. If, in addition, the Federal reserve act 
should be amended so as to permit member banks to accept for 
domestic transactions ; for instance, against the security of warehouse 
receipts covering readily marketable staples, the reserve system could 
render still greater services for the South and for all agricultural 
sections of the country. If, for instance, there is a great accumula- 
tion of cotton in the South, and a bank of Boston, Irhiladelphia, or 
New York should accept against such cotton and such three months' 
acceptance could be rediscounted at 2 per cent in Chicago or New 
York or in some other market, the proceeds of that acceptance at 2 
per cent would flow into that particular agricultural district. I 
think the process of equalizing rates will be accelerated and facili- 
tated when once such methods are adopted ; for the northern, eastern, 
and western banks will then have their agents in the agricultural 
districts waiting for an opportunity of opening such acceptance 
credits for the purpose of carrying the crops and will thus relieve 
the pressure upon the local banks. 

If I may sum up the thoughts developed this morning, I should say 
that there are three kinds of agricultural loans: 

(1) The liquid loan, contracted for the purpose of carrying and 
marketing the crop after it has been made. 

(2) The loan made upon the general credit of the farmer for the 
purpose of carrying him through the winter or the planting and 
harvesting seasons. 

(3) The long-term loan, secured by mortgage, made for the pur- 
pose of furnishing the farmer with a portion of the funds with which 
to pay for the purchase of the property or permanent improvements. 

As Mr. Harding has stated, the loans under (1) are most desirable 
investments for Federal reserve banks, and the latter may be ex- 
pected to purchase paper covering such loans in liberal amounts and 
at generous rates. 

The loans under (2) may be taken by Federal reserve banks up 
to an aggregate amount limited hy law as long as this paper runs, 
for a period in excess of 90 days and less than 6 months. But, in 
addition to these purchases of 6-months paper. Federal reserve banks, 
by buying liberally the paper described under (1) and the paper 
under (2) when it has run off to 90 days, can relieve member banks 
in agricultural districts so materially that the latter are enabled 
with much greater ease to grant facilities for loans exceeding 90 
days. 

Federal reserve banks can render no direct service in dealing with 
long-term loans as described imder (3). Federal reserve banks are 
reserve banks, and must keep their funds invested in loans of a liquid 
character. Member banks are deposit banks which must observe 
due care in keeping their funds liquid, though, having the Federal 
reserve banks to fall back upon, the principles which they observe 
need not be quite as severe as those of the Federal reserve banks. But 
they can not with safety invest on demand deposits in nonliquiJ 



KUKAL CREDITS. 219 

loans extended for several years. That is the function of mortgage 
banks, which by the sale of their own bonded obligations secure for 
a long period of years the funds which they propose to loan on mort- 
gages for a long period of years. Neither the Bank of England nor 
the German Eeichsbank nor the Banque de France engages in these 
long-term mortgage loans, but this business is carried on by mort- 
gage banks especially organized for this purpose ; and this is a sound 
principle that, I have no doubt, will also be followed in this country. 
(Thereupon, at 12.10 o'clock p. m., the committee adjourned.) 
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